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THE  ECONOMIC  AND  BUDGET  OUTLOOK 


TUESDAY,  JANUARY  26,  1993 

U.S.  Senate, 
Committee  on  the  Budget, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10:05  a.m.,  in  room 
SD-608,  Dirksen  Senate  Office  Building,  Hon.  Jim  Sasser  (chair- 
man of  the  committee)  presiding. 

Present:  Senators  Sasser,  Johnston,  Riegle,  Exon,  Lautenberg, 
Simon,  Conrad,  Boxer,  Murray,  Domenici,  Grassley,  Nickles,  Bond, 
Brown,  Gorton,  and  Gregg. 

Staff  present:  Larry  Stein,  staff  director;  John  J.  Callahan,  dep- 
uty staff  director;  and  Chuck  Marr,  economist. 

For  the  minority:  G.  William  Hoagland,  staff  director;  and  Cheri 
Reidy,  economist  and  senior  analyst  for  revenues. 

OPENING  STATEMENT  OF  CHAIRMAN  SASSER 

Chairman  Sasser.  The  committee  will  come  to  order.  I  want  to 
welcome  everyone  here  this  morning,  committee  members,  Dr. 
Reischauer,  observers. 

Today  marks  the  first  meeting  of  the  Budget  Committee  for  the 
103rd  Congress,  and  I  want  to  take  this  opportunity  to  welcome 
back  our  returning  committee  members,  especially  my  distin- 
guished ranking  minority  member,  Senator  Domenici. 

It  is  also  a  great  honor  this  morning  to  officially  greet  the  newest 
members  of  the  Senate  Budget  Committee.  On  the  majority  side, 
I  note  that  he  has  not  arrived  yet,  but  I  could  not  be  more  pleased 
to  welcome  my  old  friend  and  the  chairman  of  the  Joint  Economic 
Committee,  Senator  Paul  Sarbanes  of  Maryland  to  service  on  the 
Budget  Committee.  He  is  joined  by  two  of  our  new  colleagues  on 
the  majority  side:  Senator  Barbara  Boxer  of  California. 

Welcome  to  you,  Senator  Boxer. 

She  is  no  stranger  to  the  Budget  Committee  or  the  problems  that 
we  face,  having  served  a  number  of  years  with  great  distinction  on 
the  House  Budget  Committee. 

I  am  also  pleased  to  welcome  Senator  Patty  Murray  of  the  State 
of  Washington  to  the  Senate  Budget  Committee  this  morning. 

Senator  Murray,  I  think  you  will  find  work  on  this  committee  to 
be  very  challenging,  and  I  hope  you  will  enjoy  it. 

On  the  minority  side  of  the  committee,  I  note  that  he  has  not  ar- 
rived yet,  but  I  am  especially  pleased  that  Senator  Slade  Gorton  of 
Washington  is  joining  us.  Senator  Gorton  has  served  on  this  com- 
mittee in  times  past  with  distinction,  and  I  think  he  will  make  a 
solid  contribution  during  this  session. 

(1) 


Also,  I  want  to  welcome  Senator  Judd  Gregg  of  New  Hampshire. 
Senator  Gregg  will  bring  hopefully  a  new  perspective  to  the  com- 
mittee, having  served  as  Governor  of  one  of  our  50  States  for  many 
years. 

We  are  very  pleased  to  have  you  on  the  committee,  Senator 
Gregg. 

The  coming  year  promises  to  be  a  challenging  one,  and  I  am  con- 
fident that  the  expertise  and  diversity  represented  by  the  new 
members  of  the  committee  will  enrich  our  discussions  and  be  of 
great  assistance  to  us  as  we  try  to  solve  the  really  very  thorny 
problems  that  this  committee  must  deal  with. 

I  also  want  to  welcome  Dr.  Robert  Reischauer,  the  Director  of  the 
Congressional  Budget  Office,  before  the  committee  this  morning.  I 
have  had  the  pleasure  of  hearing  Dr.  Reischauer  this  morning  al- 
ready on  National  Public  Radio.  His  report,  as  always,  is  attracting 
a  lot  of  attention.  And  the  fact  that  he  is  appearing  here  this  morn- 
ing to  give  CBO's  predictions  for  the  coming  year  heralds  the  be- 
ginning, always,  of  a  new  budget  season. 

Now,  I  don't  need  to  tell  my  colleagues  on  this  committee  that 
most  recently  it  has  been  the  unpleasant  task  of  the  Congressional 
Budget  Office  to  bring  the  committee  some  very  disturbing  budget 
deficit  forecasts. 

Alexander  Pope  told  us  that  hope  springs  eternal,  but  after  re- 
viewing Dr.  Reischauer's  preliminary  report,  I  am  afraid,  Senator 
Johnston,  we  might  have  to  put  some  of  these  hopes  on  hold. 

The  Nation  confronts  a  deficit  of  enormous  and,  I  am  sad  to  say, 
growing  proportion.  The  deficit  numbers  have  significantly  deterio- 
rated since  the  1990  budget  agreement.  This  deterioration  has  been 
occasioned  primarily  by  a  fall-off  in  revenues  or  the  inability  of  the 
Treasury  to  realize  the  revenues  that  had  been  originally  forecast. 

The  Congressional  Budget  Office  now  estimates  that  the  Federal 
budget  deficit  for  fiscal  year  1995  is  $255  billion  more  than  we  pro- 
jected for  that  year  after  the  1990  Budget  Summit. 

Now,  this  increase  of  $255  billion  underscores  not  only  the  enor- 
mity of  the  deficit,  but  emphasizes  that  old  prescriptions  have 
failed  to  cure  the  deficit  problem. 

Now,  there  are  some  positive  indicators  that  have  take  place 
since  the  election  this  fall,  and  I  think  that  is  a  cause  for  celebra- 
tion. But,  in  fact,  I  remain  a  little  skeptical,  I  might  say,  Dr. 
Reischauer,  about  your  contention  that  the  recovery  is  now  clearly 
self-sustaining.  If  I  read  your  report  correctly,  that  is  what  you  are 
saying. 

I  agree  that  most  of  the  elements  of  a  recovery  are  there.  But  I 
keep  searching  for  the  key  ingredient  of  a  real  substantial  recovery, 
and  that  key  ingredient  that  is  missing  is  job  creation. 

The  American  Management  Association  reports  that  one  in  four 
large  U.S.  companies  plans  to  cut  its  workforce  by  the  middle  of 
1993.  For  millions  of  Americans  still  out  of  work,  the  grip  of  the 
recession  has  not  been  broken.  We  received  the  heart-breaking 
news  yesterday  that  Sears  Roebuck  is  eliminating  50,000  jobs.  Last 
week,  we  received  word  that  McDonnell-Douglas  was  cutting  its 
workforce  by  some  10  percent.  And  the  reductions  go  on  and  on  and 
on. 


Now,  according  to  the  latest  figures  from  the  Bureau  of  Labor 
Statistics,  most  of  the  job  market's  recent  upswing  can  be  attrib- 
uted to  temporary  employment.  This  hiring  pattern,  I  submit,  is  in- 
dicative of  a  deeper,  unresolved  problem  in  this  economy. 

In  a  normal  recovery,  there  would  be  a  far  greater  proportion  of 
full-time  private  sector  jobs  being  created.  These  are  the  jobs  that 
fuel  long-term  growth.  These  are  the  jobs  that  fuel  consumer  con- 
fidence. And  they  are  not  just  blips  on  a  chart,  and  they  represent 
more  than  Christmas  credit-card  spending. 

Now,  I  say  to  my  colleagues,  I  dwell  so  much  on  the  economy 
here  because  of  its  frailty,  and  its  frailty  has  contributed  directly 
to  the  mounting  deficit  problem. 

In  the  report  that  you  present  us,  Dr.  Reischauer,  you  emphasize 
the  fact  that  the  deficit  hurts  the  economy.  But  I  would  submit 
that  the  reverse  is  equally  true.  A  stagnant  economy  makes  the 
deficit  profoundly  worse,  and  I  suspect  that  you  would  not  disagree 
with  that  statement. 

Since  the  1990  budget  agreement,  as  I  said  earlier,  the  Depart- 
ment of  the  Treasury  has  not  taken  in  anywhere  near  the  revenues 
that  were  predicted  or  expected.  Receipts  have  plunged  to  inex- 
plicable lows.  Between  fiscal  year  1991  and  1995,  revenues  that 
were  predicted  by  the  Treasury  Department  have  plummeted  by  an 
astounding  $533  billion. 

Now,  let  me  repeat  that  figure  so  my  colleagues  can  fully  absorb 
it. 

We  will  have  lost  $533  billion  in  anticipated  revenues  between 
1991  and  1995  from  what  had  been  predicted  when  this  budget 
agreement  was  entered  into. 

Now,  the  entire  history  of  the  1990  agreement  underscores  the 
peril  of  trying  to  correct  our  decade-long  fiscal  crisis  during  a  time 
of  underlying  economic  weakness. 

Now,  we  have  a  chart  here  which  shows  there  is  now  little  posi- 
tive trace  of  the  $500  billion  in  fiscal  contraction  that  we  did  in 
1990. 

CIIANGliS  IN  THE  DEFICIT  OUTLOOK  SINCE  THE  UUDGET  SUMMIT 


(CBO  euuru lei,  S  billions) 

1991 

1992 

1993 

1994 

1995 

Total 

DECEMBER  1990  DEFICITS 

253 

262 

170 

56 

29 



Changes 
Revenues 

Outlays: 

56 
-40 

93 
-65 

116 
15 

129 
101 

139 

116 

!    533 1 

1    U7| 

Deposit  insurance 

-28 

-108 

-37 

46 

37 

-90 

Interest 

-3 

-9 

-22 

-11 

16 

-29 

Medicare  and  Medicaid  1/ 

7 

19 

32 

45 

60 

163 

Unemployment  1/ 

4 

7 

6 

3 

3 

23 

Social  Security/SSI  1/ 

1 

6 

11 

14 

16 

48 

Other  (mainly  entitlements) 
TOTAL  CHANGES 

-21 
16 

20 
28 

25 
131 

4 

230 

-16 
255 

12 

|    660 

MARCH  1993  DEFICITS 

270 

290 

302 

287 

284 
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When  Senator  Domenici  and  others  labored  so  hard  in  1990, 
these  were  the  deficits  that  we  were  predicting  for  the  out-years 
following  the  adoption  of  the  Budget  Summit  agreement:  253  in 
1991,  262  in  1992,  170  in  1993,  56  in  1994,  29  in  1995. 

What  has  actually  happened?  The  deficits  that  were  to  be  170  in 
1993  are  now  predicted  to  be  302  for  1993.  They  were  to  be  56  for 
1994,  and  now  287  for  1994.  They  were  predicted  to  be  29  for  1995, 
are  now  284. 

And  where  is  the  culprit  in  all  this?  Total  changes  in  revenues 
over  the  whole  period,  $533  billion  in  lost  revenues  from  what  was 
predicted  when  we  adopted  the  1990  budget  agreement.  That  is 
your  principal  culprit  right  there:  revenue  shortfall. 

Now,  having  said  all  that,  I  continue  to  believe  that  we  would  be 
far  worse  off  without  the  1990  agreement.  But  I  fear  most  Ameri- 
cans believe  that  we  didn't  do  anything  at  all  about  the  deficit,  and 
these  numbers  that  I  have  just  shown  tell  you  why  they  believe 
that. 

Now,  part  of  the  lesson  to  be  learned  is  that  if  we  propose  to  do 
fiscal  contraction  in  pursuit  of  deficit  reduction,  we  are  simply 
going  to  have  to  have  the  active  cooperation  of  the  Federal  Reserve. 
An  active  and  constructive  monetary  policy  can  offset  many  of  the 
painful  fiscal  choices  that  Congress  and  the  President  must  make 
to  keep  the  deficit  in  line. 

By  the  same  token,  a  tentative  and  half-hearted  monetary  policy 
on  the  part  of  the  Fed  can  render  all  the  painful  decisions  mean- 
ingless. 

At  the  conclusion  of  the  1990  Budget  Summit,  there  was,  I 
thought,  an  implicit  understanding  that  the  Federal  Reserve  Board 
would  keep  the  economy  afloat.  Unhappily,  the  contrary  proved 
true. 

Over  the  past  3  years,  the  Federal  Reserve  Board  has  worn  its 
monetary  policy  like  a  hair  shirt.  As  a  result,  the  Federal  Reserve 
has  never,  never  led  the  way  to  lower  interest  rates. 

As  the  CBO  report  before  us  today  suggests,  the  Fed  instead  has 
timidly  followed  the  lead  of  the  markets  and  the  lead  of  the  com- 
mercial lenders. 

But  the  deficit  reduction  problem  once  again  takes  center  stage, 
and  I  trust  that  we  have  learned  that  it  is  critical  that  we  get  as- 
surances from  the  Federal  Reserve  Board  that  the  White  House 
and  the  Congress  will  not  be  left  dangling  and  twisting  in  the  wind 
as  we  were  in  1990. 

According  to  the  Congressional  Budget  Office,  the  stakes  are 
even  higher  now  than  they  were  3  years  ago.  In  fact,  the  deficit, 
my  colleagues,  is  substantially  worse  than  it  was  6  months  ago. 

By  the  accounting  of  the  Congressional  Budget  Office,  as  Dr. 
Reischauer  will  probably  tell  us  this  morning,  the  deficit  has  gone 
up  $23  billion  in  1994,  $40  billion  in  1995,  $32  billion  in  1996,  $29 
billion  in  1997,  in  just  the  last  6  months. 

Now,  the  out-years  certainly  seem  daunting,  but  here  let  me 

quote  from  CBO's  report  as  to  the  explanation  for  the  problem  in 

the  out-years.  And  I  quote: 

Both  medicare  and  medicaid  spending  are  estimated  to  grow  by  10  percent  or 
more  a  year,  propelling  them  towards  6.9  percent  of  GDP  in  the  year  2003. 

That  is  up  from  3.7  percent  today. 


Still  quoting  CBO, 

A  milestone  of  sorts  is  reached  in  1998  when  the  two  big  health  care  programs 
actually  overtake  social  security  in  size. 

So  that  pretty  well  says  it.  The  long-term  fiscal  crisis  of  this 
country  is  in  many  ways  a  health  care  crisis.  It  is  perhaps  the  most 
profound  challenge  facing  the  new  President,  the  new  Congress, 
and  this  committee. 

So  in  this,  our  first  Budget  Committee  hearing  of  1993,  I  want 
to  express  my  sincere  hope  that  we  can  maintain  a  spirit  of  biparti- 
sanship during  these  very  challenging  times.  Sixteen  years  ago,  I 
sat  on  this  Budget  Committee,  along  with  my  friend,  Senator  Do- 
menici  of  New  Mexico.  Senator  Johnston  was  there,  and  Senator 
Hollings.  I  don't  know  that  anybody  else  was,  Senator  Domenici. 
But  our  chairman  then,  Senator  Edmund  Muskie  of  Maine,  said, 
and  I  quote: 

Our  mission  is  unchanged — to  recommend  the  most  responsible  policy  we  can  and 
to  lay  out  the  Nation's  real  economic  and  budgetary  options  before  Congress  as  co- 
gently as  we  can. 

Senator  Muskie  continued  by  saying, 

That  mission  can  only  be  helped  by  a  continuation  of  the  bipartisanship  which  so 
strengthened  us  in  the  past. 

Well,  my  predecessor,  the  first  chairman  of  the  Senator  Budget 
Committee,  his  words  ring  true  today.  I  ask  my  fellow  members  to 
join  me  in  that  spirit  of  bipartisanship  as  we  once  again  throw  our- 
selves into  the  deficit  breach. 

Having  said  that,  let  me  turn  to  the  distinguished  ranking  mem- 
ber for  any  statement  or  comments  he  might  wish  to  make  this 
morning.  Senator  Domenici. 

Senator  Domenici.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Chairman,  I  was  asked  by  a  number  of  members  on  our  side 
early  this  morning  whether  you  intended  to  let  each  member,  if 
they  desired,  make  a  short  opening  statement.  I  think  for  the  first 
meeting  of  the  year  that  that  ought  to  be  a  pretty  good  rule.  We 
have  done  that  a  lot  in  the  past.  Sometimes  we  haven't  done  it.  But 
I  urge  that  you  give  that  every  consideration. 

Chairman  Sasser.  In  times  past,  because  of  the  size  of  the  com- 
mittee, we  have  not  made  opening  statements,  and  just  the  chair- 
man and  the  ranking  minority  member  have  made  opening  state- 
ments, and  then  tried  to  move  as  quickly  as  we  could  to  questions 
so  that  every  member  of  the  committee  would  have  an  opportunity 
to  question. 

There  are  21  members  of  this  committee,  one  of  the  largest  com- 
mittees in  the  Senate.  And  when  you  get  21  members  each  asking 
questions,  these  hearings  can  go  on  for  many,  many  hours. 

But  since  this  is  the  first  meeting  of  the  committee  this  year,  if 
it  is  the  wish  of  the  ranking  minority  member  that  we  have  brief 
opening  statements,  I  would  certainly 

Senator  Lautenberg.  Mr.  Chairman? 

Chairman  Sasser.  Senator  Lautenberg? 

Senator  LAUTENBERG.  If  I  may,  there  is  an  opportunity  for  writ- 
ten statements  to  be  submitted.  We  do  have  a  fairly  sizable  gather- 
ing here  of  the  committee.  We  will  see  other  members  come  in.  We 
wiD  not  give  Dr.  Reischauer  the  chance  to  talk  for  an  hour  or  so. 


And,  frankly,  while  I  have  a  great  deal  of  respect  for  the  views  of 
the  ranking  member  of  the  committee,  I  suggest — at  the  risk  of 
great  personal  punishment  here,  Mr.  Chairman — that  we  limit  the 
statements  to  the  chairman  and  the  ranking  member  and  ask  oth- 
ers to  submit  their  statements  for  the  record. 

Chairman  Sasser.  Does  any  other  member  wish  to  be  heard  on 
this  issue? 

Senator  NlCKLES.  Mr.  Chairman,  we  just  heard  a  20-minute 
opening  statement  by  the  Chairman,  and  I  would  hope  that  some 
of  us  could  add  a  few  comments.  So  I  ask  that  you  would  grant  the 
Senator  from  New  Mexico's  request  and  allow  us  to  at  least  have 
a  few  minutes  to  make  comments. 

Chairman  Sasser.  Well,  I  think  that  since  this  is  the  opening 
meeting  of  the  committee,  it  would  be  proper  to  allow  Senators  to 
make  a  brief  opening  statement.  Could  we  agree,  Senator  Domen- 
ici,  that  these  opening  statements  could  be  limited  to  3  minutes? 
Other  than  yours,  of  course. 

Senator  Domenici.  I  think  we  are  willing  to  do  that. 

Chairman  Sasser.  All  right. 

Senator  Domenici.  Let  me  suggest,  you  made  an  eloquent  plea 
for  bipartisan  support.  I  will  talk  about  that  very  shortly  in  my  re- 
marks, and  I  thank  you  for  your  first  good  judgment  in  terms  of 
bipartisanship.  I  am  not  asking  much,  just  a  little,  a  very  little  pit- 
tance. I  appreciate  it  very  much. 

OPENING  STATEMENT  OF  SENATOR  DOMENICI 

Senator  Domenici.  Mr.  Chairman,  let  me  welcome  our  new  and 
returning  members  to  the  committee,  as  you  have.  Obviously  we 
have  new  faces,  and  we  have  some  who  have  been  at  it  before,  ei- 
ther on  this  committee  or  in  the  House.  And  then  we  have  some 
very  new  members.  I  welcome  them  all. 

On  my  side,  I  welcome  a  brand  new  Senator  and  new  member 
from  New  Hampshire.  Your  predecessor  served  for  a  while  here, 
Senator  Gregg,  for  a  couple  of  years,  with  distinction,  and  we  very 
much  are  delighted  to  have  you  here. 

Good  morning  to  you,  Dr.  Reischauer.  Again,  I  am  glad  to  wel- 
come you  and  add  mine  to  the  welcome  of  our  Chairman.  This  year 
you  have  the  honor  of  being  the  first  witness  of  the  103rd  session 
before  our  committee  as  we  begin  our  work  on  the  fiscal  1994  budg- 
et on  which  we  are  anxiously  awaiting  the  President's  comments 
and  ideas. 

I  think  it  is  going  to  be  a  very  interesting  year  for  the  Congres- 
sional Budget  Office.  Not  since  the  early  days  of  the  Budget  Act 
have  we  had  a  Democratically  controlled  Congress  and  a  Demo- 
cratic President  and,  by  implication,  a  Democratic  OMB. 

However,  even  back  in  those  days  when  we  had  a  similar  situa- 
tion— I  am  sure  that  Senator  Hollings  can  attest  to  this — the  com- 
mittee insisted  on  using  CBO  baseline  for  its  work. 

I  am  struck  a  bit  by  the  apparent  contradiction  in  that  the  House 
adopted  its  rules  recently  and  struck  a  provision  that  they  had  just 
adopted  last  year  requiring  CBO  cost  estimates  in  direct  spending 
and  revenue  legislation.  Very,  very  important  estimates,  because  it 
is  revenue  estimates  and  direct  spending  estimates  that  are  the  en- 
tire source  of  that  increased  deficit  since  1990. 


So  I  think  maybe  the  House  leadership  has  now  decided  that 
OMB  scoring  is  no  longer  a  problem.  I  hope  that  doesn't  lead  to  a 
lessening  of  your  role  at  the  Congressional  Budget  Office. 

I  don't  think  you  will  ever  stop  being  independent.  I  urge  that 
very  much  upon  you  even  under  these  new  circumstances,  and  I  re- 
affirm here  publicly  my  support  for  an  independent,  objective,  non- 
partisan congressional  source  of  budget  estimates — namely,  the 
Congressional  Budget  Office. 

This  year  also  marks  the  first  time  in  12  years  that  our  friends 
on  the  other  side  of  the  aisle  will  control  both  the  policy-setting 
agenda  of  the  Federal  Government  along  with  the  other  things  that 
I  nave  mentioned  here  today. 

Let  me  say  right  off  what  I  said  a  week  ago.  I  am  disappointed 
that  President  Clinton  decided  to  raise  the  maximum  deficit 
amount  as  one  of  his  first  actions.  I  think  he  makes  it  clear,  how- 
ever, with  the  appointments  of  Leon  Panetta,  Lloyd  Bentsen,  and 
others  to  his  economic  team,  that  he  recognizes  the  seriousness  of 
this  deficit.  I  am  not  sure  that  getting  rid  of  the  maximum  allow- 
able deficit  recognizes  it.  I  think  it  sends  the  wrong  signal  and  re- 
duces a  very  big  leverage  over  Congress  and  the  executive  branch 
by  eliminating  the  threat  of  a  sequester. 

Obviously  those  sequesters  are  too  large,  but  you  have  to  have 
some  tough  medicine  to  get  some  tough  action.  That  is  why  I 
thought  he  should  have  left  it  on  and  perhaps  arranged  to  modify 
the  targets  with  a  new  package  of  significant  deficit  reduction. 

Having  the  same  party  in  the  White  House  and  in  control  of  the 
Congress  is  no  guarantee,  Mr.  Chairman  and  fellow  Democrats,  of 
legislative  success.  As  I  can  tell  you  from  experience  as  a  Budget 
Committee  chairman  for  6  years,  and  in  a  minority  position  ever 
since,  support  is  valuable  no  matter  which  side  of  the  fence  it 
comes  from. 

So  I  offer  a  willingness  to  work  with  you,  Mr.  Chairman,  with 
the  White  House,  and  with  OMB  to  come  up  with  an  equitable  and 
effective  deficit  reduction  plan.  But  I  might  suggest  that  I  don't  be- 
lieve we  are  going  to  have  any  success  if  Republicans  aren't  con- 
sulted as  to  how  we  are  going  to  do  this. 

Nothing  could  be  more  effective  to  lose  support  than  to  deliver 
a  fait  accompli  of  a  budget  plan  without  any  input  from  our  side. 
And  if  that  is  the  way  it  is  going  to  be,  then  I  think  it  would  be 
a  rare,  rare  budget  that  would  get  our  support  under  those  condi- 
tions. 

Doctor,  I  suspect  that  much  of  your  testimony  will  focus  on  the 
current  economic  situation,  and  while  I  don't  disagree  that  that  is 
important,  I  would  like  to  hear  about  your  long-term  expectations 
for  the  U.S.  economy. 

I  gather  from  your  annual  report  that  the  deficit  is  likely  to 
reach  $650  billion  10  years  from  now  if  we  leave  everything  alone 
and  accept  your  modest  yet  realistic  economic  projections. 

Mainly,  this  is  going  to  happen  because  entitlements  are  growing 
faster  than  economic  growth  can  produce  revenues.  Let  me  give  you 
a  couple  of  numbers. 

Between  1993  and  1998,  total  spending  will  increase  $386  billion 
under  current  law,  while  revenues  will  grow  by  $339  billion.  Ex- 
cluding interest  on  the  debt,  which  we  cannot  directly  control, 
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those  mandatory  entitlement  spending  increases  account  for  96 
percent  of  spending  growth.  And  93  percent  of  that  growth  in 
mandatories  is  from  three  programs:  medicare,  medicaid,  and  social 
security. 

These  continuing  high  deficits,  again,  to  repeat  what  has  been 
said  a  number  of  times  in  a  number  of  years,  erode  our  national 
savings  and  put  a  severe  constraint  on  our  ability  to  finance  eco- 
nomic growth  in  the  long  run.  So  I  say  that  policymakers  have  two 
alternatives,  not  necessarily  contradictive,  that  would  contribute 
toward  long-term  economic  growth.  The  most  obvious  and  quantifi- 
able way  is  to  reduce  the  deficit  and  thereby  increase  national  sav- 
ings. Net  savings  as  a  percent  of  our  national  product  averaged  4.3 
percent  in  the  1980's,  less  than  half  of  the  8.8  in  the  1960's.  And 
we  hearken  to  the  sustained  growth  in  the  1960's.  Our  anemic  sav- 
ing rate  has  the  effect  of  limiting  capital  available  to  finance  busi- 
ness expansion,  wages,  and  household  consumption. 

The  other  option  which  seems  to  have  the  attention  of  some  is 
to  increase  spending  called  government  investment,  which  theoreti- 
cally should  also  bring  an  economic  return. 

Now,  Doctor,  I  hope  that  you  will  address  the  issue  of  how  and 
when  we  should  focus  our  energies.  I  would  like  to  know  the  pos- 
sible short-  and  long-term  ramifications  of  the  amount  and  timing 
of  the  deficit  reduction,  depending  on  whether  it  is  accomplished 
through  spending  cuts,  tax  increases,  or  any  combination  thereof. 
And  I  note  you  do  allude  to  that  in  your  statement. 

I  would  also  like  to  hear  your  opinion  on  whether  increasing  Fed- 
eral investments  is  the  most  efficient  use  of  our  tax  dollars  under 
these  circumstances. 

Now,  we  have  a  lot  of  questions  later,  but,  Mr.  Chairman,  I  want 
to  repeat  that  I  stand  ready  to  work  on  a  serious  deficit  reduction 
plan.  And  it  cannot  be  done  without  a  lot  of  shared  sacrifice.  The 
size  of  that  demands  bipartisan  support.  Anything  less  will  be  det- 
rimental to  our  country.  But  I  think  to  some  extent,  whether  it  is 
going  to  be  bipartisan  or  not,  it  depends  upon  the  President  of  the 
United  States  and  how  he  relates  to  those  of  us  who  want  a  bipar- 
tisan plan. 

Thank  you  very  much. 

Chairman  Sasser.  Well,  thank  you  very  much,  Senator  Domen- 
ici. 

We  will  now  turn  to  our  colleagues  for  opening  statements,  and 
as  most  of  you  know,  we  are  called  on  to  speak  in  this  committee 
based  on  our  order  of  arrival.  I  hope  all  of  my  colleagues  here  today 
won't  feel — you  are  invited  to  make  an  opening  statement,  but 
don't  feel  compelled  to  make  one. 

Senator  Exon,  I  think  you  are  next. 

OPENING  STATEMENT  OF  SENATOR  EXON 

Senator  Exon.  Mr.  Chairman,  thank  you  very  much. 

I  have  no  formal  opening  statement.  I  just  want  to  welcome  the 
new  members  of  the  committee.  About  14  years  ago,  I  sat  down  at 
the  end  of  that  table,  and  I  hope  in  the  next  14  years  that  as  you 
people  at  that  end  of  the  table  move  up  here,  you  will  be  more  suc- 
cessful at  doing  something  about  the  deficit  of  the  United  States 
and  the  skyrocketing  national  debt  that  we  don't  talk  about  very 


much.  So  we  are  looking  to  you  for  help  and  guidance  and  leader- 
ship. 

I  was  very  much  impressed  with  the  statements  by  both  the 
Chairman  and  the  ranking  member  of  this  committee.  Certainly  I 
don't  think  we  can  ever — we  can  agree  on  one  thing,  and  that  is 
that  we  have  never  had  a  situation  as  dire  as  the  one  that  was  just 
outlined  by  the  Chairman  on  the  chart. 

It  seems  to  me  that  bipartisanship  is  the  least  we  should  expect 
at  this  particular  time,  and  I  do  hope  that  the  Administration  will 
consult  with  all  of  us,  including  the  Republican  members  of  this 
committee,  as  we  try  and  fashion  something. 

I  would  simply  say,  and  maybe  you  will  comment  on  it  in  your 
opening  statement,  Doctor,  that  it  seems  to  me  that  if  there  has 
been  a  big  mistake  that  we  have  made  over  the  years,  it  is  some- 
thing that  this  Senator  has  harped  on  time  and  time  again.  I  don't 
know  how  many  "magical"  plans  I  have  seen  and  heard,  both  from 
this  committee  and  on  the  floor  of  the  United  States  Senate.  I  have 
voted  against  almost  all  of  them  because  I  have  felt  that  they  did 
not  meet  reality. 

Most  or  all  of  these  plans  have  been  based  around  a  concept  that 
we  are  going  to  solve  this  problem  in  5  years.  I  have  always  been 
convinced  that  it  took  us  more  than  5  years  to  get  into  the  mess 
and  was  going  to  take  us  longer  than  5  years  to  get  out. 

I  think  we  should  start  from  this  point  right  now  that  there  is 
no  way  we  are  going  to  balance  this  budget  in  5  years — unless  we 
take  bankruptcy,  and  I  don't  suggest  we  do  that. 

It  seems  to  me  that  maybe  the  people  with  your  responsibil- 
ities— and  I  think  you  have  discharged  them  very  well,  Doctor — 
had  better  start  selling  the  message  to  the  American  people  and  to 
the  Congress  that  unless  we  can  get  on  a  long-term  glide  path  to 
a  balanced  budget,  rather  than  unrealistic,  unworkable,  and  5-year 
misfits,  we  are  never  going  to  get  any  place. 

I  would  suggest  that  if  we  can  all  sit  down  and  agree  today  on 
what  we  have  to  do,  the  combination  of  things  that  have  been  men- 
tioned here  this  morning,  we  probably  could  never  come  up  with 
anything  that  has  a  chance  of  being  realistic  unless  we  could  say, 
OK,  if  we  can  set  the  right  limits  and  if  we  can  set  some  teeth  into 
it  to  make  it  work,  we  couldn't  do  it  in  less  than  10  years. 

I  would  say  the  first  thing  we  should  do  is  get  out  of  the  5-year 
box  that,  for  reasons  I  can't  understand,  we  have  gotten  ourselves 
into  time  and  time  again.  And  I  would  wonder  in  your  comments 
if  you  could  answer  that. 

With  that,  I  will  simply  say  I  will  reserve  the  balance  of  my  time, 
and  I  do  have  some  questions  for  Dr.  Reischauer.  And  I  welcome 
you  back  once  again. 

Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you,  Senator  Exon. 

Senator  Gregg  is  next  in  order  of  arrival. 

OPENING  STATEMENT  OF  SENATOR  GREGG 

Senator  Gregg.  Well,  thank  you.  It  is  a  pleasure  to  have  a 
chance  to  sit  on  this  committee.  I  don't  believe  that  there  is  any 
issue  which  I  consider  more  important  than  addressing  the  issue 
of  the  deficit.  It  is  probably  the  primary  thing  that  motivated  me 
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to  run  for  this  office,  and  it  is  nice  to  be  on  a  committee  that  I 
know  is  going  to  aggressively  address  it  and  participate  in  it. 

I  think  the  numbers  that  the  Chairman  put  forward  are  fascinat- 
ing numbers,  and,  of  course,  numbers  have  a  variety  of  implica- 
tions. But  if  we  look  at  Table  E-5  in  the  booklet  that  has  been 
handed  out  this  morning,  which  I  just  got,  and  Table  E-7,  I  think 
these  are  the  numbers  that  I  find  of  most  concern — that  is,  from 
1976  to  today,  the  basic  percentage  of  revenue  has  remained  the 
same  as  a  percent  of  GDP;  whereas,  the  rate  of  growth  of  spending 
has  increased  by  almost  2.2  percent. 


Table  E-5 

Revenues  by  Major  Source,  Fiscal  Years  1962-1992  (As  a  percentage  of  GDP) 

Individual 

Corporate 

Social 

Estate 

Miscel- 

Income 

Income 

Insurance 

Excise 

and  Gift 

Customs 

laneous 

Total 

Taxes 

Taxes 

Taxes 

Taxes 

Taxes 

Duties 

Receipts 

Revenues 

1962 

8.2 

3.7 

3.1 

2.3 

0.4 

0.2 

0.2 

18.0 

1963 

8.1 

3.7 

3.4 

2.3 

0.4 

0.2 

0.2 

18.2 

1964 

7.8 

3.7 

3.5 

2.2 

0.4 

0.2 

0.2 

18.0 

1965 

7.3 

3.8 

3.3 

2.2 

0.4 

0.2 

0.2 

17.4 

1966 

7.5 

4.1 

3.5 

1.8 

0.4 

0.2 

0.3 

17.7 

1967 

7.8 

4.3 

4.1 

1.7 

0.4 

0.2 

0.3 

18.8 

1968 

8.1 

3.4 

4.0 

1.7 

0.4 

0.2 

03 

18.0 

1969 

9.4 

4.0 

4.2 

1.6 

0.4 

0.3 

0.3 

20.2 

1970 

9.2 

3.3 

4.5 

1.6 

0.4 

0.2 

0.3 

19.6 

1971 

8.2 

2.5 

4.5 

1.6 

0.4 

0.2 

0.4 

17.8 

1972 

8.3 

2.8 

4.6 

1.4 

0.5 

0.3 

03 

18.1 

1973 

8.1 

2.8 

4.9 

1.3 

0.4 

0.2 

0.3 

18.1 

1974 

8.5 

2.8 

5.3 

1.2 

0.4 

0.2 

0.4 

18.8 

1975 

8.1 

2.7 

5.6 

1.1 

0.3 

0.2 

0.4 

18.5 

1976 

7.8 

2.5 

5.4 

1.0 

0.3 

0.2 

0.5 

17.7 

1977 

8.2 

2.9 

5.5 

0.9 

0.4 

0.3 

0.3 

18.5 

1978 

8.4 

2.8 

5.6 

0.9 

0.2 

0.3 

03 

18.5 

1979 

9.0 

2.7 

5.7 

0.8 

0.2 

0.3 

0.4 

19.1 

1980 

9.2 

2.4 

6.0 

0.9 

0.2 

0.3 

0.5 

19.6 

1981 

9.6 

2.1 

6.2 

1.4 

0.2 

0.3 

0.5 

20.2 

1982 

9.5 

1.6 

6.4 

1.2 

0.3 

0.3 

0.5 

19.8 

1983 

8.7 

1.1 

6.3 

1.1 

0.2 

0.3 

0.5 

18.1 

1984 

8.1 

1.5 

6.5 

1.0 

0.2 

03 

0.5 

18.0 

1985 

8.4 

1.5 

6.7 

0.9 

0.2 

0.3 

0.5 

18.5 

1986 

8.3 

1.5 

6.7 

0.8 

0.2 

03 

0.5 

18.2 

1987 

8.8 

1.9 

6.8 

0.7 

0.2 

0.3 

0.4 

19.2 

1988 

8.3 

2.0 

7.0 

0.7 

0.2 

03 

0.4 

18.9 

1989 

8.6 

2.0 

7.0 

0.7 

0.2 

03 

0.4 

19.2 

1990 

8.6 

1.7 

7.0 

0.6 

0.2 

0.3 

0.5 

18.9 

1991 

8.3 

1.7 

7.0 

0.8 

0.2 

03 

0.4 

18.7 

1992 

8.1 

1.7 

7.0 

0.8 

0.2 

03 

0.5 

18.6 

SOURCE: 

Congressional  Budget  Office 
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Table  E-7 

Outlays  for  Major  Spending  Categories,  Fi 

seal  Years  1962-1992  (As  a  percentage  of  GOP) 

Entitlements 

and  Other 

Discretionary 

Mandatory 

Deposit 

Net 

Offsetting 

Total 

Spending 

Spending 

Insurance 

Interest 

Receipts 

Outlays 

1962 

13.5 

5.8 

•O.I 

1.2 

-1.2 

19.3 

1963 

13.4 

5.7 

-0.1 

1.3 

-1.3 

19.0 

1964 

13.2 

5.7 

-0.1 

1.3 

-1.2 

18.9 

1965 

.  12.2 

5.4 

-0.1 

1.3 

-1.2 

17.6 

1966 

12.7 

5.4 

-0.1 

1.3 

-1.1 

18.2 

1967 

14.0 

6.0 

-0.1 

1.3 

-1.3 

19.9 

1968 

14.4 

6.6 

-0.1 

1.3 

-1.2 

21.0 

1969 

13.1 

6.6 

-0.1 

1.4 

-1.2 

19.8 

1970 

12.6 

7.0 

-0.1 

1.5 

-1.2 

19.9 

1971 

12.1 

7.9 

a 

1.4 

-1.3 

20.0 

1972 

11.6 

8.4 

-0.1 

1.4 

-1.2 

20.1 

1973 

10.6 

8.8 

-0.1 

1.4 

-1.4 

19.2 

1974 

10.2 

9.1 

a 

1.5 

-1.5 

19.2 

1975 

10.8 

10.9 

a 

1.5 

-1.2 

22.0 

1976 

10.4 

11.3 

a 

1.6 

-1.2 

22.1 

1977 

103 

10.8 

-0.1 

1.6 

-1.1 

21.3 

1978 

10.1 

10.6 

a 

1.6 

-1.1 
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1979 

9.9 

10.2 

-0.1 

1.8 

-1.1 

20.7 

1980 

10.5 

11.0 

a 

2.0 

-1.1 

22.3 

1981 

10.4 

11.5 

a 

2.3 

-1.3 

22.9 

1982 

10.4 

11.9 

-0.1 

2.7 

-1.2 

23.9 

1983 

10.7 

12.4 

a 

2.7 

-1.4 

24.4 

1984 

10.3 

11.0 

a 

3.0 

-1.2 

23.0 

1985 

10.5 

11.3 

-0.1 

3.3 

-1.2 

23.8 

1986 

10.4 

10.9 

a 

3.2 

-1.1 

23.5 

1987 

10.0 

10.6 

0.1 

3.1 

-1.2 

22.5 

1988 

9.7 

10J 

0.2 

3.2 

-13 

22.1 

1989 

9.5 

10.2 

0.4 

3.3 

-13 

22.1 

1990 

9.2 

10.4 

1.1 

3.4 

-1.1 

22.9 

1991 

9.5 

11.3 

1.2 

3.5 

-1.9 

23.5 

1992 

9.2 

12.1 

a 

3.4 

-13 

23.5 

SOURCE: 

Congressional  Budget  Office 

a.      last  than  0 .05  percent. 

Thus,  although  a  drop  in  revenue  may  be  the  issue,  as  outlined 
in  the  numbers  presented  by  the  Chairman,  that  is,  I  suspect,  a 
function  of  drop  in  economic  activity  from  expectation. 

But  in  reality,  the  rate  of  growth  of  spending  is  real,  and  that 
rate  of  growth  is,  as  I  see  it,  a  function  primarily  of  entitlement 
spending.  I  hope  that  this  committee  can  address  the  issue  of  enti- 
tlement spending.  I  believe  that  we  have  to  take  that  issue  on  as 
a  committee  and  come  up  with  some  proposals.  Somebody  has  to 
have  the  courage  to  step  forward  on  to  sacred  ground  and  put  for- 
ward some  ideas  for  getting  some  cost  containment  into  the  issue 
of  entitlement  spending.  And  I  hope  that  this  committee  can  ad- 
dress that. 

Chairman  SASSER.  Thank  you,  Senator  Gregg. 

Senator  Boxer? 
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OPENING  STATEMENT  OF  SENATOR  BOXER 

Senator  Boxer.  Thank  you  very  much,  Mr.  Chairman.  I  want  to 
use  my  opportunity  to  make  about  a  minute's  worth  of  comments, 
first  of  all  to  express  how  grateful  I  am  to  be  on  this  committee, 
because  as  I  felt  in  the  House,  this  is  the  committee  that  really 
looks  at  the  big  picture,  looks  at  our  priorities.  And  as  far  as  I  am 
concerned,  that  is  why  I  wanted  to  come  to  the  United  States  Sen- 
ate. 

I  also  want  to  say  how  pleased  I  am  to  work  with  both  you,  Mr. 
Chairman,  and  Senator  Domenici,  whom  I  consider  friends  from 
my  past  years  of  service. 

They  used  to  say  that  the  crudest  tax  of  all  was  inflation.  Re- 
member that?  And  now  I  think  we  have  to  say  that  the  crudest 
tax  of  all  is  the  deficit  because,  with  interest  payments  of  almost 
$200  billion  in  one  year,  what  are  we  getting  for  that?  We  could 
save  that  $200  billion.  We  could  save  much  of  it  and  invest  the  rest 
in  our  people,  in  both  our  physical  infrastructure,  our  intellectual 
infrastructure — investments  that  we  need  to  make. 

So  I  think  we  have  got  to  tackle  this  deficit  head  on,  and  it  is 
going  to  take  courage,  and  I  would  urge  also,  as  most  of  my  col- 
leagues have  thus  far,  the  bipartisanship;  not  only  because  it  is  the 
right  thing  to  do,  but  I  think  our  people  expect  it  from  us.  And  if 
we  fail  them  on  that,  we  are  going  to  pay  the  price  in  many,  many 
ways. 

In  conclusion,  let  me  associate  myself  with  the  Chairman's  re- 
marks in  which  he  said  that  it  is  true  that  the  deficit  hurts  the 
economy,  but  it  is  also  the  reverse:  The  economy  hurts  the  deficit. 
Each  one  percent  of  unemployment  adds  $30  to  $50  billion  to  our 
deficit,  and  that  is  outlined  in  this  report  on  page  110.  Just  1  per- 
cent in  this  year  will  have  a  terrible  effect  on  the  deficit. 

So  it  is  our  challenge  not  only  to  look  at  restraining  spending, 
not  only  to  look  at  revenues,  but  to  look  at  an  economic  strategy 
for  this  country  if  we  are  to  wrap  our  arms  around  this  deficit  and 
turn  things  around. 

So  I  really  look  forward  to  working  with  all  of  my  colleagues, 
both  Democrats  and  Republicans,  so  that  we  can  do  some  good 
work  for  the  people  on  this  issue. 

Thank  you  very  much,  Mr.  Chairman. 

Chairman  Sasser.  Well,  thank  you,  Senator  Boxer. 

Senator  Bond? 

OPENING  STATEMENT  OF  SENATOR  BOND 

Senator  BOND.  Thank  you  very  much,  Mr.  Chairman. 

Dr.  Reischauer,  I  believe  your  estimate  that  the  budget  deficit 
will  be  in  the  $300  billion  range  through  the  turn  of  the  century 
must  be  used  as  a  two-by-four  to  get  the  attention  of  Congress  and 
the  Administration  and  to  get  action. 

Now,  there  are  not  a  lot  of  surprises,  actually,  in  your  deficit 
numbers.  I  note  that  back  in  March  of  1992  CBO  said  a  $267  bil- 
lion deficit;  August,  $268  billion;  in  July,  OMB  had  said  a  $286  bil- 
lion deficit.  They  are  in  the  ball  park.  There  have  been  changes. 
But  what  we  need  to  reflect  on,  as  my  new  colleague  from  Califor- 
nia has  pointed  out,  is  that  the  Federal  Government  now  spends 
more  money  each  year  simply  paying  interest  on  our  debt  than  is 
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spent  on  education,  training,  infrastructure,  environment,  research, 
children's  health  and  welfare,  small  business,  housing  and  the  war 
on  drugs,  combined.  This  means  that  for  each  dollar  that  is  spent 
for  the  future,  a  second  dollar  is  being  spent  on  decisions  of  the 
past. 

According  to  your  report,  as  I  understand  it,  sir,  unless  corrective 
action  is  taken,  the  Federal  debt  will  increase  by  over  $1.1  trillion 
during  this  new  Administration.  That  is  an  additional  $1,000  worth 
of  debt  per  year  for  every  man,  woman,  and  child  in  the  U.S.,  and 
it  is  a  debt  that  our  children  and  grandchildren  are  going  to  have 
to  pay. 

I  hope  that  this  report  of  yours  is  a  wake-up  call,  that  here  on 
the  Hill  and  at  1600  Pennsylvania  Avenue  it  is  heeded,  instead  of 
pulling  back  and  trying  to  duck  it. 

I  don't  believe  the  Federal  Reserve  is  the  problem.  The  budget 
deficit  is  driving  the  long-term  debt.  There  was  an  interesting 
headline  in  yesterday's  Wall  Street  Journal.  Economists,  if  they 
agree  on  anything,  agree  that  a  big  deficit  cut  could  sharply  reduce 
rates.  The  deficit  is  driving  those  rates  up. 

As  Pogo  used  to  say  in  Walt  Kelly's  wonderful  cartoon, 

We  have  met  the  enemy,  and  it's  us. 

We  have,  as  my  new  colleague  from  New  Hampshire  has  ex- 
plained, let  spending  grow.  Spending  has  been  the  thing  that  has 
grown.  We  tried  to  increase  taxes  in  the  1990  agreement,  and  some 
of  the  taxes,  like  the  luxury  tax  which  threw  people  out  of  work, 
cost  us  jobs. 

We  need  to  figure  out  a  way  to  make  significant  reductions  in  the 
deficit.  And  as  our  ranking  member  has  pointed  out,  unfortunately 
we  have  gotten  a  bad  signal.  The  first  action  of  the  new  Adminis- 
tration in  raising  the  maximum  allowable  deficit  is  the  wrong  sig- 
nal to  send. 

I  hope  the  Administration  and  Congress,  everybody  involved  in 
this  process,  reads  your  report,  how  the  deficit  is  a  drag  on  savings, 
investment,  and  productivity  in  our  long-term  economic  growth. 
Our  standard  of  living,  and,  most  importantly,  our  children's  stand- 
ard of  living  is  being  eroded  by  ever-increasing  deficits.  And  I  hope 
we  will  heed  this  wake-up  call  and  get  a  handle  and  a  lid  on  spend- 
ing. 

Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you,  Senator  Bond. 

Senator  Murray? 

OPENING  STATEMENT  OF  SENATOR  MURRAY 

Senator  Murray.  Thank  you,  Mr.  Chairman,  for  your  gracious 
opening  remarks,  and,  Senator  Domenici,  yours  as  well.  I  appre- 
ciate it  and  look  forward  to  adding  a  little  bit  of  color  to  this  end 
of  the  table. 

I  am  very  pleased  to  be  on  this  committee  because  I  agree  with 
all  of  you  that  the  budget  deficit  is  the  most  serious  problem  facing 
this  Nation.  And  I  thank  you  for  your  opening  remarks,  Mr.  Chair- 
man, because  I  agree  that  the  economy  has  to  be  really  an  impor- 
tant part  of  this  conversation  as  we  look  at  the  increasing  unem- 
ployment rate  and  the  serious  concern  of  many  people  in  my  State 
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about  where  their  jobs  are  going  to  be  in  the  future.  And  we  have 
to  address  that  as  we  move  Forward. 

I  think  the  word  that  is  missing  in  my  State,  and  across  this  Na- 
tion as  well,  is  "confidence."  And  if  we  do  not  address  the  budget 
deficit,  we  will  not  restore  confidence  to  the  average  American  fam- 
ily. That  is  extremely  important  for  our  Nation's  future,  and  I  look 
forward  to  working  with  all  of  you  as  we  go  through  this. 

Chairman  Sasser.  Thank  you  very  much,  Senator  Murray. 

Senator  Nickles? 

OPENING  STATEMENT  OF  SENATOR  NICKLES 

Senator  Nickles.  Mr.  Chairman,  thank  you  very  much. 

I,  likewise,  would  like  to  say  that  I  like  what  I  am  hearing  this 
morning  in  the  opening  comments  from  colleagues,  saying  that  we 
should  work  in  a  bipartisan  fashion.  I  don't  think  we  have  done 
that  very  well,  frankly,  in  the  past.  And  if  I  would  look  back  on 
my  12  years  in  the  Senate,  this  committee  has  probably  been  the 
biggest  disappointment.  We  really  haven't  done  anything  as  a  com- 
mittee, in  my  opinion,  to  aggressively  tackle  the  deficit.  We  had  the 
Andrews  Air  Force  Base  agreement  that  ended  up  increasing  taxes 
and  supposedly  was  going  to  reduce  the  deficit  by  $500  billion,  and 
it  didn't  work.  It  aggravated  the  recession  that  we  were  already  in. 

Chairman  Sasser  mentioned  that  we  are  coming  in  something 
like  $530  billion  below  the  revenue  estimates  made,  but  the  facts 
are  that  the  Andrews  agreement  didn't  help  us  get  out  of  the  reces- 
sion, and  it  didn't  reduce  the  deficit  by  $500  billion.  So  I  hope  we 
don't  repeat  those  mistakes.  That  agreement  did  increase  tax  rates 
and  didn't  touch  entitlements.  And  as  Senator  Gregg  mentioned, 
the  facts  that  we  have  before  us  are  that  revenues  have  been  rel- 
atively constant,  about  18  percent  of  gross  domestic  product,  but 
entitlements  have  been  exploding.  And  the  1990  budget  package 
didn't  touch  entitlements,  and  we  need  to  do  that. 

This  committee  has  not  really  addressed  the  deficit.  We  have 
talked  about  it,  and  there  are  many  on  this  committee  who  are 
willing  to  do  it,  Democrats  and  Republicans.  I  think  we  are  going 
to  have  to  address  it.  We  need  to  address  it  now. 

If  you  look  at  those  charts,  you  can  see  that  entitlement  spending 
has  exploded,  and  so  I  hope  that  we  will  address  that  problem. 

I  was  disappointed  in  the  Administration's  action  earlier  this 
week  to  waive  the  deficit  targets.  I  think  we  needed  that  as  a  ham- 
mer to  make  us  take  some  tough  decisions.  I  have  been  dis- 
appointed that  the  Clinton  administration  has  backed  away  from 
their  promise  to  cut  the  deficit  in  half.  I  think  that  was  the  most 
important  promise  he  made  during  the  campaign.  It  was  the  prom- 
ise that  really  needed  to  be  adhered  to,  and  it  was  the  first  one 
that  was  backed  off  of. 

President  Clinton  has  said  he  will  try  and  make  a  $145  billion 
deficit  reduction  target  by  the  year  1997.  That  reminds  me  very 
much  of  the  1990  package  that  promised  to  reduce  the  deficit  by 
$500  billion.  The  largest  deficit  reduction  package  that  ever  has 
passed  Congress,  and  it  turned  out  not  to  be  so. 

And  so  I  think  we  need  firm  deficit  reduction  numbers.  We  need 
targets.  We  need  enforcement.  We  need  a  sequester.  We  need  some 
type  of  real  teeth.  And  this  committee,  in  my  opinion,  has  to  come 
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up  with  it.  I  have  heard  some  good  things  from  our  colleagues,  and 
our  new  members.  I  welcome  our  new  members.  I  hope  this  com- 
mittee will  really  be  effective  in  the  next  couple  of  years  at  formu- 
lating a  strategy,  a  plan,  and  a  real  mechanism  for  real  concrete 
deficit  reduction. 

Chairman  Sasser.  Thank  you  very  much,  Senator  Nickles. 

I  might  just  make  one  comment,  if  I  may.  If  you  go  back  and  look 
at  that  Budget  Summit  Agreement  very  carefully,  I  think  upon  re- 
examination you  will  find  that  it  did  cut  about  $80  billion  in  enti- 
tlements. And  Senator  Domenici  I  think  took  the  lead  in  many  of 
those  entitlement  reforms. 

Senator  Domenici.  Yes,  Mr.  Chairman.  But  might  I  just  say,  on 
the  other  hand,  the  package  that  passed  Congress  was  very,  very 
different  from  the  package  that  the  Summit  agreed  to,  also,  in  ref- 
erence to  the  item  you  just  mentioned. 

Chairman  Sasser.  That  is  right. 

Senator  Nickles.  There  wasn't  a  cap  on  the  entitlement  function. 

Chairman  Sasser.  But  I  was  under  the  impression  that — I  don't 
want  to  get  into  a  debate  on  it.  I  probably  shouldn't  have  brought 
it  up.  But  I  was  under  the  impression  that  we  reconciled  $80  bil- 
lion in  entitlement  cuts. 

Senator  Domenici.  Yes;  anyway,  that  is  all  right. 

Chairman  SASSER.  Senator  Conrad. 

OPENING  STATEMENT  OF  SENATOR  CONRAD 

Senator  Conrad.  Mr.  Chairman,  I  have  been  on  the  Budget  Com- 
mittee 6  years,  and  I  came  here  absolutely  convinced  that  deficit 
reduction  was  one  of  the  critical  challenges  facing  the  country  and 
facing  this  committee.  I  am  still  convinced  that  is  the  case. 

We  can  spend  the  next  year  or  the  next  2  years  or  the  next  4 
years  talking  about  it  as  a  spending  problem  or  it  as  a  revenue 
problem  and  never  solve  the  problem. 

You  know,  18  percent  of  GNP  is  revenue,  and  we  are  at  about 
24  percent  on  spending.  The  fact  is  we  have  a  gap.  And  it  is  a 
structural  deficit,  a  structural  deficit  of  about  $300  billion  a  year 
that  is  going  to  do  nothing  but  grow. 

My  own  conviction  is  we  have  to  cut  spending  and  we  have  to 
raise  taxes.  Now,  that  is  a  popular  platform  to  run  on.  And  that 
is  why  nothing  gets  done.  That  is  why  nothing  gets  done,  because 
it  is  not  a  popular  platform  to  run  on.  Who  wants  to  go  home  and 
tell  the  people  back  home  we  have  to  cut  spending  on  programs 
that  are  important  to  you,  and,  by  the  way,  we  have  to  raise  your 
taxes? 

But  at  some  point,  unless  we  are  honest  with  each  other  and 
honest  with  the  American  people,  we  aren't  going  to  solve  the  prob- 
lem. We  have  not  solved  it  so  far  because,  collectively,  the  leader- 
ship in  this  country  has  not  been  able  to  screw  up  the  courage  to 
go  and  tell  the  American  people  this  problem  is  so  big,  it  is  so  big 
it  is  going  to  require  cutting  spending  and  it  is  going  to  require 
raising  taxes. 

And  it  is  not  popular,  but  it  happens  to  be  the  truth,  I  believe. 
I  believe  we  have  to  do  both.  And  if  we  don't  do  it  together,  it  will 
never  happen.  Democrats  and  Republicans. 
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That  means  we  have  to  compromise.  That  means  people  here 
who  want  to  defend  spending  programs  are  going  to  have  to  be 
willing  to  say:  I  am  ready  to  give  up  something  that  is  important 
to  me.  And  people  who  very  much  don't  want  to  raise  tax  are  going 
to  have  to  say,  you  know,  this  problem  is  so  important  to  the  future 
of  this  country  that  we  are  ready  to  give  on  some  of  what  is  bed- 
rock principle  to  us.  And  unless  we  find  a  way,  Democrats  and  Re- 
publicans, to  do  this,  the  structural  deficit  will  just  cruise  along 
here  and  crush  the  economy  of  this  country. 

That  is  the  lesson,  as  I  read  it  in  this  report.  That  is  the  lesson 
of  the  GAO  report.  That  is  the  lesson  of  every  economist  who  has 
reported  to  us.  And  so  let  the  work  begin. 

Chairman  Sasser.  Well,  thank  you  very  much,  Senator  Conrad. 

Senator  Grassley? 

OPENING  STATEMENT  OF  SENATOR  GRASSLEY 

Senator  Grassley.  I  remember  in  1983  this  committee  was  con- 
cerned because  you  look  ahead  and  we  could  see  $200  billion  defi- 
cits as  far  as  the  eye  could  see.  And  now  for  the  year  2003,  people 
are  saying  we  can  see  $650  billion  deficits  in  the  future. 

I  might  add  that  this  is  despite  the  fact  that  the  largest  deficit 
reduction  package  that  we  have  ever  had,  the  1990  budget  agree- 
ment, has  been  in  place.  Of  course,  it  is  my  view,  and  I  think  it 
is  safe  to  say,  that  that  agreement  was  a  failure.  Others  may  dis- 
agree. I  simply  read  the  bottom  line  when  I  say  that.  What  is  need- 
ed now  is  even  more  dramatic  change  than  this  institution  is  used 
to  dealing  with,  more  dramatic  restructuring,  and  more  dramatic 
action. 

During  the  1992  Presidential  campaign,  we  got  promises  for  such 
change.  Similar  promises  were  given  by  the  two  previous  Presi- 
dents. As  a  member  of  the  same  party  as  those  two  Presidents,  I 
have  been  extremely  disappointed  that  their  promises  to  reduce  the 
deficit  did  not  materialize.  Instead,  the  deficits  have  spiraled  high- 
er, and  I  don't  think  that  there  was  anyone  on  this  side  of  the  aisle 
who  fought  more  vehemently  against  my  own  President  on  the 
issue  of  deficit  reduction,  whether  it  was  the  defense  freeze  in  1985 
or  the  across-the-board  Kassebaum-Grassley-Biden  freeze.  I  often 
broke  ranks  with  my  own  party  because  I  felt  alternative  deficit 
packages  would  be  more  successful  in  reducing  the  deficit. 

I  say  all  this  to  make  one  point:  If  the  new  President  delivers  on 
all  of  the  promises  he  made,  especially  to  lower  the  deficit  by  50 
percent  in  4  years,  then  I  intend  to  help.  Already,  though,  I  fear 
the  same  paranoia  of  tackling  the  deficit  that  gripped  the  two  pre- 
vious Presidents.  I  think  it  is  slowly  starting  to  grip  this  Adminis- 
tration, and  this  Administration  is  only  a  week  old. 

The  new  Administration  already  disingenuously  stated  its  sur- 
prise to  find  the  deficit  is  higher  than  predicted  during  the  cam- 
paign. That  is  about  as  believable  as  the  prefect  at  police  head- 
quarters in  the  movie  "Casablanca"  saying,  "I'm  shocked,  I'm 
shocked  to  find  gambling  going  on  here,"  all  the  time  while  he  was 
putting  winnings  in  his  pocket. 

Next,  we  discover  a  major  decision,  already  stated  here  by  my 
colleague  from  Oklahoma,  about  the  decision  to  stick  with  the  defi- 
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cit  reduction  package  that  we  had.  And  that  decision  has  been 
made  to  let  the  budget  deficit  rise. 

These  actions  do  not  match  campaign  rhetoric.  The  public  ex- 
pects more.  The  new  President  has  earned  the  moral  authority  by 
virtue  of  his  election  to  make  dramatic  progress  on  lowering  the 
deficits.  What  is  more,  he  has,  of  course,  a  moral  responsibility  to 
deliver  because  he  promised  it.  And  he  has  the  opportunity  to  de- 
liver because  his  party  also  controls  the  Congress. 

He  also  has  bipartisan  cooperation  from  a  number  of  us  on  this 
side  of  the  aisle,  if  the  plan  is  the  right  one.  Therefore,  if  he  fails 
to  take  advantage  of  this  good  will  and  if  he  somehow  fails  to  meet 
the  expectations  of  the  public  on  lowering  the  deficit  by  50  percent, 
he  will  have  squandered  a  very  unique  opportunity  that  maybe 
only  comes  to  a  President  once  in  a  term  of  office,  regardless  of  how 
long  her  serves. 

I  only  hope  that  the  signs  we  have  seen  from  the  new  Adminis- 
tration are  not  harbingers  of  retreat  from  what  was  promised.  If 
this  is  the  Nation's  number  one  promise — or  I  should  say  if  the  def- 
icit is  our  Nation's  number  one  problem,  as  we  have  all  said  here 
today,  then  our  response  has  to  be  as  dramatic  as  the  problem  war- 
rants. 

Chairman  Sasser.  Thank  you,  Senator  Grassley. 

Senator  Simon? 

Senator  Simon.  I  think  he  is  ahead  of  me. 

Chairman  Sasser.  I  am  incorrect.  Senator  Lautenberg  is  next.  I 
apologize. 

OPENING  STATEMENT  OF  SENATOR  LAUTENBERG 

Senator  Lautenberg.  Thank  you.  You  wanted  to  make  sure  that 
I  didn't  make  that  statement  after  calling  for  brevity. 

Compelled  as  I  am  to  make  a  statement,  Mr.  Chairman,  one  of 
the  more  amusing  things  here,  if  you  can  get  past  the  rhetoric,  is 
to  see  how  much  everybody  is  going  to  throw  into  the  pot  to  make 
this  happen.  The  first  thing  that  we  discuss  is  disappointment  in 
the  campaign  rhetoric  and  how  President  Clinton  has  already 
started  to  shake  the  confidence  of  some  of  our  friends  on  this  com- 
mittee. 

But  perhaps  a  reminder  is  in  order.  From  1982  to  1993,  net  in- 
terest expense  went  from  $85  billion  to  $202  billion;  the  National 
debt  went  from  $1.1  trillion  in  1982,  after  there  was  a  takeover  in 
the  White  House,  to  $4.4  trillion  in  1993.  Now,  that  was  not  Presi- 
dent Clinton's  watch.  President  Clinton  has  been  on  duty  about  6 
days  now.  And  if  the  spirit  of  bipartisanship  includes  criticism  of 
the  President  because  he  is  unable  to  cut  the  deficit  in  half  in  just 
6  days,  something  is  wrong. 

Senator  Grassley  did  make  a  constructive  suggestion,  and  I  do 
want  to  commend  him  for  that.  One  thing  about  the  character  of 
this  colleague,  he  always  says  what  he  means  to  say  regardless  of 
whose  toes  he  may  step  on.  And  it  is  with  due  respect  that  I  men- 
tion that. 

But,  Mr.  Chairman,  we  have  a  fire  call  out  here.  There  is  an 
emergency.  I  want  to  know  around  this  table,  Mr.  Chairman,  how 
many  people  are  going  to  say:  Close  the  base  in  my  State.  Let's 
make  our  contribution  for  real.  We  want  to  close  the  air  force  base. 
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We  want  to  close  the  seaport.  We  want  to  close  the  army  base.  We 
are  going  to  do  our  share? 

Senator  Grassley.  I  will  put  farm  subsidies  for  anybody  making 
more  than  $133,000  a  year  on  the  table. 

Senator  Lautenberg.  We  ought  to  discuss  that  later  because 
that  will  come  off  my  time.  [Laughter.] 

But  I  would  like  to  start  there. 

Mr.  Chairman,  we  have  the  Space  Station,  the  Supercollider.  I 
am  chairman,  as  you  very  well  know,  of  the  Transportation  Sub- 
committee. I  have  yet  to  get  a  list  from  my  colleagues  saying  I  need 
this  bridge  taken  care  of,  but,  I  am  not  going  to  ask  for  it  because 
I  want  to  help  with  the  deficit. 

Mr.  Chairman,  in  summary,  we  can  make  all  the  speeches  we 
want  about  how  ineffective  this  committee  is.  This  committee  re- 
flects the  interests  of  the  members,  and  it  goes  outside  the  room. 
It  is  when  push  comes  to  shove  that  the  hard  decisions  are  made 
about  how  much  we  want  to  contribute  to  this. 

Yesterday,  in  a  meeting  in  New  Jersey,  a  woman  asked  me  how 
much  of  a  sacrifice  we  in  the  United  States  Congress  were  going 
to  make  in  the  interest  of  the  deficit.  I  didn't  have  an  answer,  Mr. 
Chairman.  I  hope  to  develop  one  in  the  near  future. 

I  thank  you  very  much. 

Chairman  Sasser.  Well,  thank  you  very  much,  Senator  Lauten- 
berg. 

I  see  that  Senator  Gorton  has  arrived,  and  I  want  to  welcome 
you  this  morning,  Senator  Gorton.  In  your  absence  this  morning, 
when  we  originally  convened,  I  reminded  our  colleagues  of  your 
valuable  service  on  this  committee  in  prior  years,  and  I  want  to 
welcome  you  back  and  now  call  on  you  for  any  opening  comments 
you  might  wish  to  make. 

OPENING  STATEMENT  OF  SENATOR  GORTON 

Senator  Gorton.  Well,  Mr.  Chairman,  I  thank  you  for  those  com- 
ments, and  it  has  been  quite  some  period  of  time  since  I  last  at- 
tended a  meeting  of  this  committee. 

I  am  reminded  by  this  that  each  of  us  holds  very  strong  views 
on  the  subject  matter  of  this  committee.  I  am  interested  in  the 
views  of  all  of  those  people,  but  I  am  particularly  interested  in  the 
views  of  the  gentleman  who  is  here  in  front  of  us  to  be  a  witness. 

I  regard  this  as  a  time  for  us  to  be  educated  by  our  own  employ- 
ees and  our  own  staff  and  by  the  new  President.  It  is  my  feeling, 
which  I  have  shared  regularly  with  my  constituents,  that  we  will 
be  able  to  determine  at  a  relatively  early  date,  perhaps  within  as 
few  as  60  days,  whether  or  not  this  Administration  will  be  a  suc- 
cessful Administration.  And  the  determining  factor  will  be  the  seri- 
ousness with  which  it  regards  the  deficit  and  the  consequent  debt 
of  the  United  States,  and  whether  or  not  a  reduction  of  that  deficit 
and  that  debt  is  the  first  priority  of  the  Administration. 

We  have  had  at  least  three  previous  administrations  which  have 
given  lip  service,  and  occasionally  more  than  lip  service,  to  the  defi- 
cit, but  never  as  a  first  priority;  always  as  number  two  or  number 
three  or  number  four.  And  we  have  discovered  that  when  it  is  num- 
ber two  or  number  three  or  number  four,  we  never  get  to  it  as  a 
country  or  as  an  administration.  It  is  important  for  this  President 
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to  persuade  a  majority  of  the  members  of  this  committee  and  a  ma- 
jority of  Members  of  the  Congress  to  take  the  rather  bitter  medi- 
cine necessary  to  bring  our  fiscal  house  in  order.  The  bitter  medi- 
cine will  only  be  taken  if  strong  and  courageous  Presidential  lead- 
ership is  provided  and  Members  of  Congress  follow  that  leadership. 

So  without  taking  totally  rigid  positions,  this  Senator  on  his  re- 
turn just  wants  to  say  that  he  looks  forward  with  hope  to  what  the 
new  President  will  come  up  with  as  a  prescription.  He  doesn't  be- 
lieve that  in  60  days  we  are  going  to  solve  the  problem,  but  I  think 
in  60  days  we  are  going  to  know  whether  or  not  it  will  be  solvable, 
whether  we  will  have  the  kind  of  leadership  necessary  to  do  so. 

And  so  I  thank  the  Chairman  very  much  for  his  kind  words.  I 
am  happy  to  be  back.  I  am  happy  to  join  him  and  many  new  col- 
leagues here.  But  I  do  want  to  learn  from  this  witness  and  from 
the  other  witnesses  what  they  think  the  technical  necessities  are, 
and  then  from  the  President  how  he  proposes  to  lead  in  this  all- 
important  question. 

Chairman  Sasser.  Thank  you  very  much. 

Senator  Simon? 

OPENING  STATEMENT  OF  SENATOR  SIMON 

Senator  Simon.  Thank  you  very  much. 

First  I  want  to  join  in  welcoming  Senator  Boxer,  Senator  Murray, 
and  Senator  Gregg  and  Senator  Gorton. 

If  I  could  just  make  one  minor  correction — maybe  it  is  not  so 
minor — to  my  colleagues  from  New  Jersey  and  California.  When 
they  refer  to  interest  as  being  $200  billion,  that  is  net  interest.  The 
real  figure  is  gross  interest,  just  add  $100  billion.  The  real  figure 
is  about  $300  billion  on  interest.  And  in  terms  that  you  were  talk- 
ing about,  Senator  Bond,  another  comparison  is  we  will  spend  ten 
times  as  much  this  year  on  interest  as  education.  We  will  spend 
twice  as  much  on  interest  as  all  the  poverty  programs  combined. 

And  I  don't  care  whether  you  are  conservative,  liberal,  Democrat, 
or  Republican,  that  is  not  a  rational  way  to  do  things. 

I  think  my  colleague  from  New  Jersey,  even  though  he  didn't 
mean  it  in  this  way,  made  a  powerful  argument  why  we  have  to 
have  a  balanced  budget  amendment  in  the  Constitution,  simply  to 
force  us  to  make  the  sacrifices  that  have  to  be  made. 

The  one  part  of  your  report  I  disagree  with,  Bob,  with  all  due  re- 
spect— I  agree  with  Thomas  Jefferson  that  there  has  to  be  some 
kind  of  restraint  on  government  borrowing.  We  simply  aren't  going 
to  do  it.  And  the  one  part  that  I  disagree  with  your  assessment, 
you  are  correct  in  saying  Gramm-Rudman-Hollings  didn't  work  per- 
fectly, but  it  worked  partially.  I  voted  for  it.  It  didn't  work  nearly 
as  well  as  I  was  hoping. 

But  the  difficulty  with  the  statutory  mandate  is,  frankly,  we  can 
just  change  it  any  time  we  wish.  Constitutional  mandate  is  a  very, 
very  different  thing. 

It  was  interesting  to  read  in  U.S.  News  last  week  the  DRI/ 
McGraw  Hill  study  that  says  if  we  show  the  courage  to  do  precisely 
what  Kent  Conrad  has  said,  if  we  show  the  courage  to  both  cut 
spending  and  increase  taxes,  then  you  are  going  to  see  this  econ- 
omy take  off. 
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And  it  was  very  interesting  for  me  Sunday  night  to  talk  to  some- 
one all  of  us  know  here  who  said  it  was  a  shame  that  Treasury  Sec- 
retary Bentsen  made  the  comments  he  did  on  the  Sunday  morning 
news  show  about  increases  in  taxes.  He  said, 

You'll  see  the  stock  market  go  way  down  tomorrow  morning. 

Yesterday  the  stock  market  took  off  because  the  financial  mar- 
kets want  us  to  get  a  hold  of  this  deficit. 

References  have  already  been  made  to  the  Wall  Street  Journal 
article  on  the  deficit  and  interest  rates.  One  of  the  great  ways  we 
can  save  money  is  to  reduce  the  interest  rates.  When  you  owe  $4.1 
trillion,  if  you  can  save  1  percent  over  a  period  of  years,  you  save 
$41  billion. 

I  would  add  finally,  I  heard  our  colleague,  Senator  Domenici,  talk 
about  a  value-added  tax.  If  you  had  asked  me  5  years  ago  whether 
I  favored  one,  I  would  have  said  absolutely  not.  I  think  we  may 
need  to  consider  moving  in  that  direction.  I  also  agree  that  shared 
sacrifice  is  going  to  be  important  and  that  bipartisan  efforts  in  this 
field  are  going  to  be  important. 

Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you,  Senator  Simon. 

Senator  Brown? 

OPENING  STATEMENT  OF  SENATOR  BROWN 

Senator  Brown.  Thank  you,  Mr.  Chairman. 

I  think  all  of  us  are  aware  that  our  new  President  has  pledged 
an  interest  and  a  willingness  to  cut  the  deficit  in  half.  I  want  the 
President  to  know  that  he  is  going  to  have  my  support  in  that  ef- 
fort. It  is  a  bipartisan  problem  that  needs  a  bipartisan  solution. 

To  that  end,  I  will  be  offering,  Mr.  Chairman,  a  package  of  cuts 
in  spending  totaling  $600  billion.  We  have  had  estimates  on  it,  and 
not  a  single  penny  of  it  comes  from  the  poor.  But  there  are  ways 
to  get  this  budget  problem  under  control.  I  think  left  unsaid  this 
morning  is  the  simple  recognition  all  of  us  have  that  unless  we  face 
up  to  it,  this  will  quickly  spin  out  of  control.  Some  already  think 
it  is  past  that  point. 

But  I  know  that  members  of  this  committee  on  both  sides  of  the 
aisle  are  sincerely  interested  in  working  on  this  problem.  Mr. 
Chairman,  I  want  to  pledge  to  you  my  cooperation  in  trying  to 
bring  alternatives  before  the  committee  that  will  address  it  and  an 
interest  in  working  on  it  in  a  bipartisan  manner. 

I  simply  would  add  one  thing  that  I  think  is  ominous.  Dr. 
Reischauer's  numbers  that  are  being  us  indicate  something  some- 
what unusual  in  the  last  decade-and-a-half  or  several  decades.  Al- 
most always — not  always,  but  almost  always  in  the  past,  our  pro- 
jections take  the  assumptions  that  we  are  not  going  to  add  any  new 
programs,  simply  go  with  current  law,  show  a  somewhat  higher 
deficit  than  we  are  comfortable  with  the  year  we  are  in,  and  declin- 
ing deficits  in  out-years.  That  basically  comes  from  the  fact  of  the 
assumption  that  we  are  not  going  to  enact  any  new  programs  or 
increase  any  new  programs,  nor  really  have  any  surprises  in  the 
entitlements. 

All  of  us  are  aware  that  hasn't  been  the  case,  that  every  year  we 
have  added  new  programs  and  almost  every  year  we  have  had  un- 
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pleasant  surprises  with  the  entitlements.  But  the  ominous  thing,  I 
think,  about  these  numbers  is  that  they  show  the  deficit  rising 
under  current  law  even  with  optimistic  assumptions,  even  with  the 
assumption  of  new  programs,  even  with  the  assumption  of  no  un- 
pleasant surprises  in  the  entitlement  programs. 

I  think  that  simply  says  that  what  we  have  done  in  the  past  isn't 
good  enough.  We  clearly  have  to  come  up  with  ideas  to  deal  with 
this. 

Some  on  the  committee  will  see  tax  increases  as  a  positive  alter- 
native. I  do  not.  I  heard  that  debate  in  1982,  and  the  tax  increase 
in  1982  did  not  reduce  the  deficit.  I  heard  that  debate  in  1986,  and 
the  tax  increase  in  1986  did  not  decrease  the  deficit.  I  heard  that 
debate  in  1990,  and  the  tax  increase  in  1990  did  not  decrease  the 
deficit. 

But  I  think  the  country  is  looking  for  an  answer,  and  I  believe 
if  we  have  real,  sincere  cuts  in  spending  that  you  will  see  this  part 
of  the  aisle  bend  over  backwards  to  try  and  work  agreement  on  the 
other  tough  issues.  To  that  end,  Mr.  Chairman,  I  want  you  to  know 
that  I  am  interested  in  working  with  you  to  find  a  resolution  of 
this. 

Chairman  Sasser.  Thank  you,  Senator  Brown. 

Senator  Riegle? 

OPENING  STATEMENT  OF  SENATOR  RIEGLE 

Senator  RlEGLE.  Thank  you,  Mr.  Chairman. 

I  think  that  we  are  going  to  have  to  change  this  debate.  I  am 
hearing  a  debate  I  have  heard  for  a  long  time,  and  the  same  things 
are  being  said  over  and  over  again.  With  all  due  respect,  I  think 
Gramm-Rudman-Hollings  was  a  gigantic  failure,  and  I  am  going  to 
show  you  that  in  a  minute  with  a  chart  that  I  think  makes  it  very 
clear. 

If  you  look  at  the  numbers  from  OMB  in  terms  of  the  revenue 
losses  to  our  Government,  from  the  1981  tax  bill — now,  this  is  the 
Republican  OMB  operation — just  through  1990,  the  aggregate  loss 
in  revenue  to  the  Government  is  a  figure  of  $1,764  billion.  Now, 
that  tax  bill  was  supposed  to  be,  over  time,  revenue  neutral.  It  was 
supposed  to  set  off  a  great  renaissance  in  our  economy  and  pay  for 
itself.  It  hasn't  paid  for  itself.  Now,  that  leaves  out  the  years  1991 
and  1992. 

If  you  put  those  2  years  in  there,  over  half  of  our  accumulated 
Federal  debt  today,  some  $4  trillion-plus,  has  occurred  just  from 
the  revenue  losses,  according  to  OMB,  from  the  1981  tax  bill.  And 
I  want  to  repeat  the  number  again:  Through  1990,  a  figure  of 
$1,764  billion. 

That  is  not  a  jimmied  number.  If  anything,  it  is  conservative.  I 
think  the  real  number  is  probably  actually  higher  than  that. 

Now,  a  lot  of  the  people  that  got  the  tax  cuts  in  the  1980's  are 
going  to  have  to  give  some  of  it  back,  and  a  lot  of  that  money  went 
up  to  the  very  highest  income  category  in  our  country.  There  is  an 
enormous  widening  out  of  income  disparities  because  the  rich  have 
gotten  very  much  richer  and  everybody  else  is  sliding  backward. 
And  I  mean  everybody  else,  I  am  talking  about  virtually  everybody 
that  is  not  in  the  top  20  percent  of  the  income  scale. 
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Now,  we  are  not  going  to  be  able  to  take  and,  with  a  mindset  to- 
ward deficit  reduction,  achieve  that  goal  unless  we  concentrate  on 
fostering  economic  growth  and  job  creation  in  this  country.  And  I 
am  not  talking  about  jobs  in  Government.  I  am  talking  about  pri- 
vate sector  jobs. 

We  are  in  a  terrible  jobs  recession  to  this  very  day.  People  say 
in  economic  terms  the  recession  is  over.  The  jobs  recession  is  not 
over. 

Let  me  just  illustrate  that  with  this  chart.  This  recession  that 
began  now  nearly  30  months  ago,  this  chart  shows  job  loss  from 
this  zero  line  on  this  red  line  coming  across  here.  And  as  we  went 
down  into  the  recession  10  months  into  it  and  had  lost  some  two 
million  jobs,  we  have  stayed  at  that  level  pretty  much  right  out  to 
the  present  time.  If  you  look  at  the  last  seven  post-war  recessions, 
this  is  the  pattern  you  see  on  average,  the  blue  line  where  it  comes 
down  almost  exactly  the  same,  you  hit  the  trough  of  the  recession 
in  job  loss,  and  by  16  months  into  the  recession  you  start  regaining 
jobs.  You  regain  all  the  jobs  you  have  lost,  and  by  this  point  we 
should  be  way  up  here.  We  are  not  up  here.  We  are  way  down  here. 


The  Jobs  Recession 

Change  in  Payroll  Emp.  from  Cycle  Peak 
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That  is  a  difference  of  over  four  million  jobs  that  don't  exist  in 
our  economy  that  we  need  today.  In  addition  to  that,  there  are  an 
awful  lot  of  people  that  have  become  unemployed  and  lost  jobs 
maybe  paying  $18,000  a  year  who  finally  found  other  jobs  maybe 
paying  $12,000  a  year.  So  we  have  to  construct  this  budget  in  this 
economic  strategy  to  foster  private  sector  job  growth. 

Lloyd  Bentsen  the  other  day  on  television  said  that  if  the  unem- 
ployment rate  comes  down  1  percent,  it  will  reduce  the  deficit  by 
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$50  billion.  Now,  if  we  want  to  take  the  deficit  down,  the  best  way 
to  do  it  is  to  put  people  to  work.  And  so  every  single  economic  pol- 
icy and  every  decision  we  make  in  here  ought  to  be  measured 
against  the  question:  Is  it  fostering  private  sector  job  growth?  Are 
people  able  to  go  to  work  to  earn  and  support  their  families  and 
to  support  the  economic  strength  of  this  country?  That  is  the  objec- 
tive. 

I  want  to  show  just  one  other  thing.  You  talk  about  Gramm-Rud- 
man-Hollings having  worked.  With  all  due  respect  to  my  colleague 
from  Illinois,  it  has  been  a  colossal  failure.  Here  was  Gramm-Rud- 
man-Hollings  I.  It  was  supposed  to  bring  these  deficits  down  to 
zero  by  1991.  Instead  of  seeing  this,  we  got  this.  So  this  went  into 
the  ash  can. 

We  got  Gramm-Rudman-Hollings  II.  That  was  supposed  to  bring 
the  deficits  down  to  zero  by  1993.  Instead  of  getting  this,  we  have 
gotten  this.  So  that  went  into  the  ash  can. 

Now  we  have  got  Gramm-Rudman-Hollings  III,  and  it  is  doing  no 
better  than  the  other  two. 

I  mean,  this  has  been  a  fake  approach  from  the  beginning.  Un- 
less we  understand  the  fact  that  we  have  got  to  have  job  growth 
in  this  country  that  our  people  need  and  our  economic  system 
needs,  we  are  going  to  go  through  this  same  debate  for  another  10 
years.  And  that  would  be,  I  think,  ruinous. 

Chairman  Sasser.  Thank  you,  Senator  Riegle. 

Dr.  Reischauer,  all  good  things  come  to  those  who  wait.  [Laugh- 
ter.] 

We  now  look  forward  to  your  testimony  and  observations  this 
morning. 

STATEMENT  OF  ROBERT  D.  REISCHAUER,  DIRECTOR, 
CONGRESSIONAL  BUDGET  OFFICE 

Dr.  Reischauer.  Thank  you,  Mr.  Chairman,  Members  of  the 
Committee.  I  appreciate  the  opportunity  to  appear  before  you  as  we 
start  a  new  budget  season.  I  will  submit  my  prepared  statement  for 
the  record  of  these  hearings1  and  will  summarize  the  major  points 
that  are  covered  in  that  statement,  as  well  as  some  of  the  material 
that  is  covered  in  our  annual  report,  which  is  being  released  today 
and  has  been  referred  to  by  a  number  of  the  Senators. 

I  am  going  to  say  a  few  words  about  four  different  topics:  first, 
CBO's  economic  forecast;  second,  our  new  budget  outlook;  third,  the 
economic  consequences  of  major  deficit  reduction;  and  last,  the  les- 
sons that  we  have  learned  over  the  past  decade  concerning  the  role 
that  the  budget  process  can  play  in  controlling  the  deficit. 

With  respect  to  the  economy,  our  view  is  little  different  from  the 
consensus  forecast.  The  economy  appears  to  have  entered  a  period 
of  self-sustaining  growth,  by  which  I  mean  that  further  fiscal  and 
monetary  stimulus  should  not  be  required  to  keep  the  economy 
growing.  But  that  growth  is  hardly  going  to  be  exhilarating. 

Over  the  course  of  the  next  2  years,  the  economy  should  expand 
at  roughly  a  3  percent  rate,  which  is  only  about  three-quarters  of 
the  pace  that  is  typical  for  this  stage  of  a  recovery.  This  tepid 
growth  will  mean  that  the  unemployment  rate  will  decline  only 

1  See  p.  26. 
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gradually.  It  will  fall  to  a  bit  under  6.5  percent  by  the  end  of  1994. 
That,  of  course,  is  a  far  cry  from  the  5.3  percent  rate  that  prevailed 
from  late  1988  through  mid-1990,  when  most  economists  thought 
that  the  economy  was  operating  at  close  to  full  capacity. 

Of  course,  the  slow  pace  of  the  expansion  will  keep  inflationary 
pressures  and  interest  rates  low.  The  Consumer  Price  Index  should 
grow  at  only  about  a  2.75  percent  rate  over  the  next  few  years. 
CBO  expects  interest  rates  to  remain  nearly  constant  through  this 
year,  and  then  we  expect  short-term  rates  to  rise  a  bit  during  1994, 
once  the  expansion  is  firmly  in  place. 

With  respect  to  the  budget  outlook,  the  economic  recovery  will 
bring  no  relief  from  record-breaking  deficits.  As  a  number  of  you 
have  mentioned,  the  deficit  will  remain  stuck  at  close  to  $300  bil- 
lion for  the  next  few  years.  It  then  will  begin  to  move  even  higher 
in  the  second  half  of  the  1990's  as  the  restraint  that  has  been  im- 
posed by  the  Budget  Enforcement  Act  dissipates  and  as  the  large 
health  care  programs  continue  their  inexorable  double-digit  expan- 
sion. 

If  further  steps  are  not  taken  to  curb  spending  or  to  increase 
taxes,  the  deficit  could  reach  $650  billion,  or  about  6.8  percent  of 
GDP,  10  years  from  now.  The  Federal  debt  would  then  represent 
about  80  percent  of  GDP,  which  is  higher  than  it  has  been  at  any 
time  since  1950,  when  we  still  had  the  huge  bulge  of  debt  that  was 
accumulated  during  World  War  II. 

The  bleak  budget  outlook  has  reinvigorated  the  search  for  poli- 
cies that  could  reduce  the  deficit  substantially  without  imposing 
significant  pain  or  sacrifice.  Some  people  hope  that  more  rapid  eco- 
nomic growth  could  slay  the  deficit  dragon,  but  most  economists  do 
not  think  that  the  economy's  long-run  growth  potential  can  be 
raised  significantly  without  reducing  consumption  in  the  short  run. 

Moreover,  even  if  the  economy  were  to  expand  by  1  percent  a 
year  more  rapidly  than  CBO  has  already  assumed — which  would  be 
a  very,  very  unlikely  outcome — the  deficit  would  still  total  some 
$230  billion  in  1998.  In  other  words,  it  is  a  far  cry  from  where  we 
would  want  it  to  be. 

Other  observers  hope  that  health  care  reform  might  reduce 
spending  sufficiently  to  bring  down  the  deficit  and  make  a  major 
dent  in  our  problem.  I  think  that  while  health  care  reform  is  an 
essential  component  of  any  long-run  deficit  reduction  effort,  the 
added  costs  that  are  associated  with  improving  access  for  the  35 
million  Americans  who  now  lack  health  insurance,  and  the  need  to 
reduce  the  disparity  that  now  exists  between  government  payment 
rates  to  providers  and  those  in  the  private  sector,  are  likely  to  eat 
up  any  budgetary  savings  that  one  could  envision  over  the  next  5 
to  10  years. 

The  unpleasant  truth  is  that  there  are  no  alternatives  to  painful 
measures  such  as  cutting  Government  programs  that  many  regard 
as  worthwhile  or  raising  taxes  that  many  regard  as  too  high  al- 
ready. This  is  the  point  that  Senator  Conrad  made,  I  think,  most 
eloquently. 

But  we  need  to  keep  at  the  forefront  of  this  discussion  the  simple 
fact  that  the  sacrifice  I  am  talking  about,  the  sacrifice  that  is  im- 
plicit in  any  meaningful  deficit  reduction  effort,  will  pay  dividends 
in  the  future.  If  we  were  to  adopt  policies  that  would  balance  the 
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budget  over  the  next  5  or  10  years — and  that,  by  the  way,  would 
involve  adjustments  of  roughly  twice  the  magnitude  of  those  we 
adopted  in  1990 — then  sustainable  living  standards  in  the  next 
century  would  be  more  than  5  percent  higher  per  capita.  That  is 
a  very  substantial  dividend  to  pay  for  the  sacrifice  that  would  be 
required  in  the  short  run. 

In  the  short  term,  a  substantial  deficit  reduction  effort  of  the  sort 
I  have  just  described  could  dampen  the  growth  rate  of  the  economy 
by  about  half  a  percentage  point  a  year  for  3  to  5  years,  which 
brings  us  to  the  concerns  that  Senator  Riegle  has  articulated.  This 
slow  down  in  growth,  of  course,  would  lead  to  a  modest  increase  in 
the  unemployment  rate  over  the  period.  But  our  estimates  show 
that  a  more  expansionary  monetary  policy  could  largely  offset  the 
effects  of  fiscal  restraint — probably  not  entirely,  in  the  short  run, 
but  it  could  make  a  substantial  difference. 

Let  me  close  by  saying  a  few  words  about  the  role  that  the  budg- 
et process  can  play  in  any  deficit  reduction  effort.  I  think  this  is 
relevant  because  the  current  process,  the  Budget  Enforcement  Act 
of  1990,  is  approaching  the  end  of  its  useful  life  and  will  have  to 
be  either  modified  and  extended  or  allowed  to  expire. 

The  decade  of  experience  that  we  have  had  with  procedural  re- 
forms designed  to  achieve  certain  budgetary  outcomes  has  taught 
us  a  number  of  lessons  that  should  be  considered  when  the  future 
of  the  BEA  is  debated. 

The  first  lesson  is  that  budgetary  processes  are  more  effective  at 
enforcing  decisions  that  have  already  been  made  than  at  forcing  de- 
cisions in  the  future.  The  Gramm-Rudman-Hollings  era  taught  us 
that  procedural  requirements  for  future  deficit  reduction,  even 
when  they  are  enforced  by  seemingly  automatic  sanctions,  can't 
force  policymakers  to  make  decisions  that  they  don't  want  to  make. 

The  Budget  Enforcement  Act,  on  the  other  hand,  has  fairly  suc- 
cessfully ensured  that  the  specific  spending  cuts  and  tax  increases 
that  were  agreed  to  in  1990  were  carried  out.  We  have  basically 
stuck  to  the  letter  of  that  agreement.  Although  the  deficit  has  dete- 
riorated substantially  since  1990,  it  would  have  deteriorated  even 
more  radically  if  we  had  not  adhered  to  that  agreement. 

A  second  lesson  of  the  past  decade  is  that  processes  that  hold 
participants  accountable  for  outcomes  under  their  direct  control  are 
likely  to  be  more  effective  than  those  that  also  hold  participants  re- 
sponsible for  developments  beyond  their  control.  Since  the  budget 
is  buffeted  by  forces  that  are  both  unpredictable  and  beyond  the 
control  of  policymakers,  some  flexibility  is  essential  if  a  budget 
process  is  to  survive  any  length  of  time. 

A  final  lesson  that  we  have  learned  over  the  past  few  years  is 
that  enforcement  procedures  must  be  credible  to  be  effective.  Se- 
questrations of  30  or  35  percent  are  incredible,  and  therefore  they 
are  ineffectual.  That  is  what  we  faced  during  the  Gramm-Rudman 
period. 

I  urge  you  to  keep  these  lessons  in  mind  when  you  grapple  with 
proposals  to  change  the  current  budget  process.  But,  above  all,  re- 
member that  process  is  not  a  substitute  for  real  deficit  reduction 
measures.  Process  cannot  make  such  measures  happen,  nor  can  it 
do  much  to  ease  the  political  pain  that  is  inevitably  involved  in 
raising  taxes  or  cutting  spending. 
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Let  me  close  by  making  two  observations  that  relate  to  comments 
in  some  of  the  Senators  opening  statements.  The  first  relates  to 
Senator  Exon's  statement  that  the  notion  of  sticking  to  a  5-year 
window  for  balancing  the  budget  or  achieving  some  deficit  reduc- 
tion goal  is  unrealistic  and  too  tough  a  row  to  hoe. 

It  turns  out  that  because  the  deficit  deteriorates  so  markedly 
after  the  middle  of  this  decade,  it  doesn't  matter  very  much  wheth- 
er you  decide  to  achieve  budgetary  balance  10  years  from  now  or 
5  years  from  now.  A  5-year  deficit  reduction  package  would  require 
$60  billion  worth  of  deficit  reduction  measures  each  year;  a  10-year 
time  frame  for  achieving  a  balanced  budget  would  require  $48  bil- 
lion in  policy  adjustments  each  year.  In  other  words,  there  is  only 
a  $12  billion  annual  difference  between  the  two,  and  both  of  these 
paths  are  considerably  steeper  than  the  one  that  emerged  from  the 
1990  summit  agreement. 

Finally,  with  respect  to  a  comment  by  Senator  Domenici,  I  would 
say  that  there  is  no  question  at  all  that  CBO  is  going  to  maintain 
its  objective,  nonpartisan  standards — the  standards  that  have 
marked  this  office,  regardless  of  whether  the  Congress  has  had 
split  control,  regardless  of  which  party  controls  the  White  House. 
We  are  here  to  provide  you  with  the  best  advice  and  analysis  that 
we  can  and  let  the  chips  fall  where  they  may. 

Thank  you.  That  ends  my  remarks.  I  will  be  glad  to  answer  any 
questions  that  you  might  have. 

Chairman  Sasser.  Well,  thank  you,  Dr.  Reischauer. 

[The  prepared  statement  of  Dr.  Reischauer  follows:] 

PREPARED  STATEMENT  OF  ROBERT  D.  REISCHAUER 

Mr.  Chairman  and  Members  of  the  Budget  Committee,  I  appreciate  the  invitation 
to  review  the  economic  and  budget  outlook  with  you  at  the  start  of  a  new  Congress 
and  new  Administration.  Today  the  Congressional  Budget  Office  (CBO)  is  releasing 
the  first  volume  of  its  annual  report.  The  report  assesses  the  state  of  the  economy 
and  updates  CBO's  budget  projections.  It  also  examines  the  economic  consequences 
of  reducing  the  budget  deficit  and  the  role  of  the  budget  process  in  enforcing  a  defi- 
cit reduction  plan.  My  statement  summarizes  the  conclusions  of  our  report. 

At  long  last,  the  U.S.  economy  seems  to  be  entering  a  period  of  self-sustaining 
growth.  But  this  expansion  will  differ  from  previous  ones  in  two  key  respects.  First, 
in  1993  and  1994,  the  economy  will  grow  at  only  three-fourths  of  the  pace  that  is 
typical  for  this  stage  of  the  business  cycle.  Second,  the  rate  of  growth  will  be  insuffi- 
cient to  bring  down  the  Federal  budget  deficit,  which  will  hover  near  $300  billion 
for  several  years  and  will  then  grow  even  larger.  Under  current  budgetary  policies, 
the  deficit  will  climb  from  $310  billion  in  1993  to  $357  billion  in  1998  and  about 
$650  billion  in  2003. 

Such  lackluster  expansion  and  large  budget  deficits  are  not  merely  coincidental. 
Living  standards  are  projected  to  grow  so  slowly,  in  part,  because  of  the  decline  in 
the  national  saving  rate  over  the  past  decade.  And  the  Federal  budget  deficit  has 
been  a  major  contributor  to  that  drop  in  saving. 

By  the  same  token,  reducing  the  deficit  is  the  most  direct  and  reliable  way  to  in- 
crease national  saving  and  long-run  economic  growth.  Increasing  the  share  of  gov- 
ernment spending  devoted  to  mvestment  could  also  spur  growth,  but  the  specific 
projects  would  have  to  be  chosen  carefully  so  that  their  cienefits  exceeded  their 
costs.  At  first,  efforts  to  eliminate  the  deficit  would  tend  to  weaken  income  and  em- 
ployment, but  a  more  stimulative  monetary  policy  could  largely  offset  this  disrup- 
tion. Over  the  long  run,  a  higher  rate  of  saving  would  encourage  new  investment, 
boost  worker's  productivity,  reduce  net  borrowing  from  abroad,  and  raise  real  in- 
comes and  Hving  standards. 

The  Economic  Outlook 

Although  the  economy  reached  the  bottom  of  the  recession  in  the  first  quarter  of 
1991,  the  first  year  of  the  recovery  was  extremely  weak,  and  the  unemployment  rate 


27 

continued  to  rise  through  mid-1992.  In  the  summer  of  1992,  however,  the  economy 
appears  to  have  turned  a  corner.  Though  still  slow  by  historical  standards,  the  rate 
oi  growth  is  likely  to  be  enough  to  ensure  that  the  unemployment  rate  will  gradu- 
ally decline  without  requiring  Further  fiscal  or  monetary  stimulus. 

The  Forecast  for  1993  and  1994 

CBO  forecasts  that  real  gross  domestic  product  (GDP)  will  grow  at  an  annual  rate 
of  3  percent  in  1993  and  1994.  Although  this  growth  is  well  below  average  for  the 
start  of  an  expansion,  it  will  bring  the  unemployment  rate  down  from  7.3  percent 
at  the  end  of  1992  to  below  6V2  percent  by  the  end  of  1994. 

One  benefit  of  such  tepid  expansion  is  that  inflation  will  remain  low.  Given  the 
substantial  excess  capacity  in  the  economy,  the  consumer  price  index  should  grow 
at  only  about  2%  percent  for  the  next  few  years.  Interest  rates  are  expected  to  re- 
main nearly  constant  through  1993,  though  short-term  rates  will  rise  during  1994, 
once  the  expansion  is  firmly  established. 

CBO's  forecasts  of  economic  growth  and  unemployment  are  close  to  those  of  the 
Blue  Chip  consensus  of  private  forecasters  (see  Table  1).  CBO  is  slightly  more  opti- 
mistic, however,  about  the  prospects  that  low  inflation  and  low  short-term  interest 
rates  will  continue.  But  even  if  CBO  has  underestimated  inflation,  the  deficit  projec- 
tions would  be  little  affected;  although  higher  inflation  would  add  slightly  more  to 
outlays  than  to  revenues,  the  deficit  would  be  no  higher  as  a  share  of  GDP. 

Projections  for  1995  through  1998 

CBO  does  not  attempt  to  forecast  cyclical  fluctuations  in  the  economy  more  than 
2  years  into  the  future.  Thus,  beyond  1994,  the  projections  are  based  on  trends  in 
the  labor  force,  productivity,  and  national  saving. 

Over  the  1995-1998  period,  CBO  projects  that  real  GDP  will  grow  at  an  average 
annual  rate  of  about  2V2  percent  (see  Table  2).  By  comparison,  potential  output 
grows  only  2  percent  a  year.  The  gap  between  actual  ana  potential  real  GDP  will 
therefore  gradually  shrink  to  its  historical  average  of  about  0.6  percent  of  potential 
GDP  by  1998. 

Because  GDP  remains  below  its  potential  throughout  the  period  of  the  projections, 
inflation  is  not  likely  to  rise.  Long-term  interest  rates  are  also  assumed  to  remain 
steady  at  about  6.5  percent,  although  short-term  rates  are  projected  to  rise  from  3.7 
percent  in  1994  to  4.9  percent  by  1998. 

The  Budget  Outlook 

The  onset  of  economic  expansion  will  bring  no  relief  from  recordbreaking  budget 
deficits.  As  CBO  projected  last  summer,  the  Federal  budget  deficit  is  stuck  near 
$300  billion  for  the  next  few  years  and  will  move  even  higher  in  the  second  half 
of  the  1990's.  If  the  current  fiscal  course  is  not  changed,  10  years  from  now  the  defi- 
cit could  reach  twice  today's  level.  Federal  debt  would  then  represent  almost  80  per- 
cent of  GDP,  higher  than  at  any  time  since  the  aftermath  of  World  War  II. 

The  Outlook  for  the  Deficit 

The  Federal  budget  deficit  set  a  record  of  $290  billion  in  1992.  CBO  estimates 
that  the  1993  deficit  will  be  even  higher — $310  billion,  or  5  percent  of  GDP  (see 
Table  3).  An  expanding  economy  is  likely  to  keep  the  deficit  in  check  for  a  few  years, 
but  by  1996  or  1997  upward  pressures  on  the  deficit  will  again  come  to  the  fore. 

These  baseline  budget  projections  assume  that  current  laws  and  policies  affecting 
tax  revenues  and  mandatory  spending  remain  unchanged.  Discretionary  spending 
(that  is,  spending  controlled  by  annual  appropriations)  in  1994  and  1995  is  assumed 
to  be  held  to  the  tight  limits  established  in  the  Budget  Enforcement  Act  of  1990 
(BEA).  These  caps  require  that  discretionary  outlays  be  cut  by  roughly  7  percent 
in  real  terms  between  1993  and  1995.  CBO  assumes  that  discretionary  outlays  will 
grow  at  the  same  pace  as  inflation  after  1995. 

One  can  see  the  rising  trend  in  the  deficit  most  clearly  in  the  standarized-employ- 
ment  deficit,  which  removes  the  effects  of  the  business  cycle  from  government  reve- 
nues and  spending.  CBO  projects  that  the  standardized-employment  deficit  will  rise, 
with  only  one  slight  interruption,  from  $180  billion  (3.1  percent  of  potential  GDP) 
in  1991  to  $351  billion  (4.4  percent  of  GDP)  in  1998. 

Why  this  grim  budget  outlook?  After  all,  revenues  are  projected  to  keep  pace  with 
GDP,  and  most  major  spending  programs  are  projected  to  grow  no  faster  than  the 
economy.  However,  the  cost  of  the  two  major  health  care  entitlements — Medicare 
and  Medicaid — are  expected  to  continue  to  explode.  Together,  Medicare  and  Medic- 
aid benefits  represented  3.4  percent  of  GDP  in  1992,  but  they  are  projected  to  swell 
to  5.1  percent  of  GDP  by  1998.  The  runaway  growth  in  these  programs  parallels 
the  projected  growth  of  10  percent  a  year  in  national  health  expenditures  and  stem 
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largely  from  continued  increases  in  the  cost  and  use  of  medical  care.  Health  care 
reform  is  currently  high  on  the  public  policy  agenda.  But  reform  will  almost  cer- 
tainly entail  using  public  resources  to  extend  health  insurance  coverage  to  the  37 
million  Americans  who  are  now  uninsured,  as  well  as  controlling  health  care  costs. 
It  will  prove  difficult,  therefore,  to  reduce  Federal  health  costs  significantly. 

More  rapid  economic  growth  is  also  not  going  to  slay  the  deficit  dragon.  Even  if 
the  economy  were  to  expand  1  percent  a  year  more  rapidly  than  CBO  assumes — 
an  unlikely  outcome — the  deficit  would  still  total  $230  billion  in  1998. 

Changes  in  the  Projections 

The  outlook  for  the  1993  deficit  has  brightened  a  bit  since  CBO's  previous  budget 
projections  last  summer,  but  the  longer-term  fiscal  picture  has  dimmed.  The  revi- 
sions to  the  projections  have  nothing  to  do  with  recent  legislation,  which  on  balance 
has  had  a  negligible  effect  on  the  deficit.  Nor  do  the  revisions  stem  from  CBO's  up- 
dated economic  assumptions,  which  worsen  the  deficit  through  1995  but  improve  it 
thereafter.  The  culprit  is  changes  in  other,  so-called  technical  factors  that  determine 
revenues  and  spending  (see  Table  4). 

In  1993,  the  largest  technical  reestimate  is  a  reduction  of  $45  billion  in  projected 
spending  for  deposit  insurance.  That  shortfall  is  largely  the  result  of  a  delay  in  pro- 
viding necessary  funds  to  the  Resolution  Trust  Corporation  (RTC),  the  agency 
charged  with  closing  or  merging  hundreds  of  insolvent  savings  and  loan  institutions. 
But  it  also  reflects  a  modest  reduction  in  CBO's  estimate  of  the  long-run  cost  of  re- 
solving troubled  thrift  institutions  and  banks,  as  well  as  a  decrease  in  RTC's  esti- 
mated need  for  working  capital.  Therefore,  only  part  of  the  lower  spending  in  1993 
is  projected  to  be  made  up  m  the  next  few  years. 

In  1994  and  beyond,  higher  Medicare  and  Medicaid  spending  dominates  the  tech- 
nical reestimates.  Although  CBO  has  upped  its  projections  for  these  two  programs 
several  times  in  the  past  few  years,  actual  spending  continues  to  outpace  the  esti- 
mates. In  Medicare,  the  most  rapid  increases  have  been  for  care  at  home  and  in 
skilled  nursing  facilities.  The  growth  in  Medicaid  is  fueled  by  unexpected  increases 
in  the  number  of  aged  and  disabled  beneficiaries. 

Comparison  with  the  Bush  Administration's  Projections 

The  Bush  Administration  published  its  own  baseline  budget  projections  on  Janu- 
ary 6.  Compared  with  the  CBO  baseline,  the  Bush  Administration's  projections  are 
marked  by  similar  deficits  in  1993  through  1995  but  lower  deficits  in  the  1996-1998 

{>eriod.  On  balance,  most  of  the  difference  in  the  later  years  can  be  ascribed  to  (lif- 
erent assumptions  about  the  path  of  discretionary  spending  (see  Table  5).  Economic 
and  technical  estimating  differences  are  largely  offsetting. 

Both  the  CBO  and  Bush  baseline  assume  that  policymakers  will  abide  by  the 
BEA's  discretionary  spending  caps  through  1995,  but  they  make  sharply  different 
assumptions  thereafter.  The  CBO  baseline  assumes  that  total  discretionary  spend- 
ing will  grow  at  the  rate  of  inflation  after  the  caps  expire.  The  Bush  Administra- 
tion's projections,  however,  assume  that  discretionary  spending  will  remain  frozen 
at  1995's  dollar  level.  This  single  difference  in  baseline  concepts  trims  the  Bush  Ad- 
ministration's projected  deficits  by  $16  billion  in  1996,  $32  billion  in  1997,  and  $50 
billion  in  1998. 

The  Challenge  of  Reducing  the  Deficit 

Large  and  growing  budget  deficits  have  been  a  problem  for  a  decade,  and  there 
have  been  many  stabs  at  a  solution.  Most  recently,  in  the  1990  budget  summit 
agreement,  the  Congress  and  President  Bush  adopted  a  package  of  tax  increases 
and  spending  reductions  totaling  almost  $500  billion  over  5  years,  as  well  as  a  set 
of  budgetary  procedures  designed  to  assure  that  subsequent  legislation  would  not 
erode  those  savings.  Because  the  1990  package  has  proved  insufficient,  and  now 
that  the  economy  has  resumed  growing,  reducing  the  deficit  is  rightly  receiving  re- 
newed attention. 

The  size  of  the  problem  today,  however,  is  bigger  than  it  was  in  1990.  Another 
5-year,  $500  billion  effort  would  not  quite  halve  the  deficit  by  1998.  Eliminating  the 
deficit  over  the  next  5  years  would  require  tax  hikes  and  spending  cuts  about  twice 
as  large  as  those  adopted  in  1990. 

The  Economic  Consequences  of  Reducing  the  Deficit 

CBO  has  analyzed  the  probable  effects  of  reducing  the  deficit  using  several  dif- 
ferent macroeconomic  models.  Even  though  the  models  differ  considerably  in  design, 
they  reach  broadly  similar  conclusions. 

First,  closing  the  deficit  or  increasing  the  share  of  government  spending  that  goes 
to  productive  investment  would  increase  the  standard  of  living  that  will  be  sustain- 
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able  in  the  21st  century.  A  reasonable  estimate  is  that  eliminating  the  deficit  would 
eventually  increase  consumption  per  person  by  more  than  5  percent. 

Second,  efforts  to  reduce  the  deficit  would  tend  to  dampen  economic  activity  and 
increase  unemployment  in  the  next  few  years,  but  a  more  expansionary  monetary 
policy  could  largely  offset  these  fiscal  effects.  Even  if  the  monetary  stimulus  were 
not  fully  offsetting,  a  planned  steady  reduction  in  the  deficit  should  not  throw  the 
economy  back  into  recession,  as  long  as  the  economy  is  growing  at  the  moderate  rate 
that  is  projected. 

Third,  whether  the  deficit  is  closed  in  5  years  or  10  years  makes  little  difference 
to  the  economy  in  either  the  short  or  long  run,  provided  that  the  effort  is  credible 
and  is  carried  through.  Because  much  of  the  expected  rise  in  the  deficit  occurs  after 
1998,  a  program  to  balance  the  budget  in  10  years  would  come  close  to  its  goal  after 
5  years  as  well.  In  either  case,  the  more  credible  the  effort,  the  more  likely  that 
the  Federal  Reserve  will  provide  the  necessary  monetary  boost,  and  the  more  likely 
that  private  investment  will  rapidly  fill  the  gap  left  by  lower  public  and  private  con- 
sumption. 

The  Budget  Process  and  Deficit  Reduction 

How  many  changes  in  the  budget  process  make  deficit  reduction  more  credible? 
Before  1985,  the  laws  governing  the  President's  budgetary  submission  and  the  rules 
concerning  Congressional  consideration  of  the  budget  prescribed  formats  and  proce- 
dures, not  outcomes.  In  recent  years,  however,  there  have  been  three  efforts  to  con- 
struct a  budget  process  that  would  achieve  a  specific  result — namely,  a  lower  deficit. 

The  first  two  attempts — the  Gramm-Rudman-Hollings  legislation  of  1985  and 
1987 — established  fixed  numerical  targets  for  the  deficit  and  aimed  to  balance  the 
budget  in  5  years.  But  each  time,  a  deteriorating  economic  outlook  and  changes  in 
other  factors  led  the  deficit  to  grow  more  rapidly  than  expected  and  made  the  politi- 
cal price  of  meeting  the  target  impossible  to  bear.  The  new  budgetary  procedure 
therefore  proved  incapable  of  forcing  the  President  and  the  Congress  to  agree  on  the 
substantial  tax  increases  or  spending  cuts  that  were  needed  to  meet  the  deficit  tar- 
gets. Instead,  policymakers  turned  to  budgetary  gimmickry  and  unrealistic  assump- 
tions to  avoid  the  strictures  of  the  law. 

The  Budget  Enforcement  Act  of  1990  scrapped  much  of  Gramm-Rudman-Hollings. 
It  replaced  the  previous  focus  on  fixed  deficit  targets  with  a  concentration  on  enforc- 
ing the  $500  billion  of  deficit  reduction  that  had  been  adopted  at  the  budget  sum- 
mit. The  BEA  set  up  two  major  enforcement  mechanisms — annual  limits  on  discre- 
tionary appropriations  and  a  pay-as-you-go  requirement  for  revenues  and  manda- 
tory spending.  These  procedures  have  succeeded  in  preventing  new  legislation  from 
making  the  deficit  worse,  even  though  economic  and  technical  factors  have  again 
caused  a  substantial  increase  in  the  projected  deficits. 

The  experience  of  the  past  7  years  suggests  that  the  chances  of  reducing  the  defi- 
cit will  be  enhanced  if  attention  is  focused  on  policy  first,  process  second.  Once  the 
Congress  and  the  President  have  agreed  on  specific  spending  cuts  and  tax  increases, 
then  they  should  put  in  place  a  process  to  ensure  that  those  measures  are  carried 
out.  At  a  minimum,  this  process  should  include  giving  the  discretionary  spending 
limits  and  pay-as-you-go  procedures  in  the  BEA  a  new  lease  on  life. 

Conclusion 

As  was  widely  expected  in  1990,  when  the  Budget  Enforcement  Act  was  adopted, 
deficit  reduction  is  likely  to  return  to  the  top  of  the  political  agenda  in  1993.  At 
least  three  factors  increase  the  chances  of  action  this  year.  First,  the  public  debt 
will  reach  its  statutory  limit  in  March,  and  the  need  to  increase  the  limit  may  again 
force  a  revision  of  the  budget  process,  as  it  did  in  1985,  1987,  and  1990.  Second, 
the  President  and  the  Congress  may  desire  some  flexibility  in  meeting  the  discre- 
tionary spending  limits,  which  are  pinching  more  tightly.  Third,  the  pay-as-you-go 
rule  could  use  strengthening;  because  this  requirement  is  scheduled  to  expire  in 
only  2  years,  it  is  becoming  relatively  easy  to  shift  costly  programs  beyond  the  reach 
of  the  BEA's  enforcement  arm. 

Although  these  factors  can  set  the  stage  for  deficit  reduction,  they  cannot  make 
it  happen,  nor  will  they  ease  the  political  choices.  The  deficit  will  come  down  only 
when  both  elected  officials  and  the  public  conclude  that  the  borrowing  binge  must 
stop.  They  must  be  willing  to  pay  higher  taxes  and  receive  fewer  government  bene- 
fits in  the  1990's  for  the  sake  of  higher  living  standards  in  the  next  century. 

Chairman  Sasser.  I  was  struck  in  your  report,  and  you  reiter- 
ated it  here  today  in  your  statement,  where  you  say  that  the  U.S. 
economy  seems  to  be  entering  a  period  of  self-sustaining  growth. 
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Now,  I  want  you  to  look  at  this  chart  behind  me,  Dr.  Reischauer, 
and  apparently  what  we  are  seeing  here  to  justify  this  statement 
made  by  the  Congressional  Budget  Office,  they  are  assuming  a  job 
growth  beginning  here  apparently  in  the  beginning  of  1993  of  at 
least  200,000  jobs  per  month. 
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Now,  if  we  look  at  the  performance  of  the  economy  so  far  during 
this  recovery,  we  see  that  the  economy  is  producing  many  fewer 
jobs  than  200,000  a  month.  In  fact,  it  seems  to  be  producing  less 
than  50,000  jobs  a  month. 

Now,  we  know  that  one  in  four  companies  that  were  surveyed  by 
the  American  Managers  Association  expects  to  reduce  its  workforce 
by  the  middle  of  the  year.  And  that  would  imply  that  this  CBO 
forecast  of  producing  200,000  jobs  a  month  is  not  a  sure  thing. 

Now,  my  question  to  you  is:  How  confident  are  you  that  the  econ- 
omy, with  no  stimulus,  is  going  to  move  forward  and  produce  this 
minimum  of  200,000  jobs  a  month  during  1993  and  1994?  How  con- 
fident are  you  of  this  forecast? 

Dr.  Reischauer.  As  you  are  aware,  this  is  a  forecast,  not  a  fact, 
and  there  is  always  uncertainty  associated  with  economic  forecasts. 
There  are  uncertainties  that  are  particularly  great  at  a  time  when 
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the  rest  of  the  industrialized  world  is  limping  along,  at  best,  and 
flat  on  its  back,  at  worst. 

What  usually  happens  in  the  early  stages  of  a  recovery  period  is 
that  job  growth  is  relatively  slow,  and  employers  try  to  get  more 
work,  more  hours,  out  of  their  existing  labor  force.  Sometimes  they 
have  hoarded  labor  and  have  not  dismissed  as  many  workers  as 
they  might  have,  given  the  fall-off  in  demand,  so  they  have  some 
excess  labor. 

It  would  appear  to  CBO — and,  as  I  said,  this  is  a  forecast,  not 
a  fact — that  the  economy  has  reached  the  point  where  hours  and 
production  cannot  be  increased  substantially  without  hiring  more 
individuals.  So  there  should  be  an  increase  in  the  employment 
numbers. 

Also  remember  that  a  number  of  industries  have  been  going 
through  some  structural  adjustments  that  have  affected  employ- 
ment; one  prime  example  is  retailing,  where,  for  a  very  long  period, 
we  had  declines  in  employment.  That  process  seems  to  have  come 
to  an  end. 

You  are  correct  that  there  is  uncertainty,  but  I  think  we  are 
more  confident  than  we  have  been  for  the  last  year  or  so  that  the 
economy  has  finally  turned  the  corner.  It  has  turned  the  corner  at 
a  very  slow  pace,  as  I  said.  We  are  not  predicting  a  gangbuster  rate 
of  growth. 

Chairman  Sasser.  Well,  I  think  as  you  said  in  your  opening 
statement  the  recovery  from  this  recession  has  been  less  than  ro- 
bust. As  a  matter  of  fact,  it  has  been  what  many  have  character- 
ized— and  I  think  you  did — as  "a  tepid  recovery."  It  has  been  a  re- 
covery that  has  been  characterized  as  moving  forward  in  fits  and 
starts. 

If  I  may  see  that  chart  just  once  more,  we  see  that  actually  rath- 
er than  a  steady  increase  in  job  production  during  1992,  we  see  in- 
creases in  jobs  of  slightly  over  100,000  at  the  beginning  of  1992, 
and  then  we  are  actually  realizing  job  losses  further  on  into  1992 
of  what  appears  to  be  about  80,000  a  month.  Then  it  will  come 
back  and  produce  jobs.  Then  the  following  month  you  get  a  loss  of 
jobs,  and  then  you  get  a  slow  build-up  here  of  an  economy  produc- 
ing jobs,  and  then  a  slight  fall-off  again  here  as  you  reach  1992. 

Now,  given  the  uncertainty  of  this  recovery,  the  weakness  of  the 
recovery,  and  the  fact  that  you  are  talking  about  a  forecast  here, 
would  an  insurance  policy  be  prudent  here  to  try  to  move  this  econ- 
omy forward  and  start  producing  the  jobs?  And  when  I  say  an  in- 
surance policy,  perhaps  a  modest  stimulus  package? 

Dr.  REISCHAUER.  There  is  no  analytical  answer  to  that  question. 
That  is  a  value  judgment.  If  you  think  there  will  be  3  percent 
growth,  you  have  to  ask  yourself  whether  a  fiscal  stimulus  of  $30 
billion — or,  to  pick  a  number  at  random,  some  amount  that  would 
raise  the  growth  rate  by  three-tenths  or  four-tenths  of  a  percentage 
point,  would  make  things  appreciably  different. 

If  you  are  uncertain  about  this  recovery,  if  the  economic  informa- 
tion coming  in  suggests  that  there  will  be  considerable  weakness, 
as  there  was  after  the  two  previous  bursts  of  growth  during  this 
recovery,  you  might  want  to  enact  a  stimulus  package.  But  you 
would  have  to  be  cognizant  of  the  fact  that  it  .will  add  to  the  Fed- 
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eral  Government's  deficit,  it  will  add  to  our  debt,  and  it  will  make 
the  long-run  problem  a  little  more  difficult  to  solve. 

Chairman  Sasser.  Well,  I  raise  this  question  because  this  recov- 
ery has  been  so  different  than  any  I  have  experienced  or  seen,  I 
suppose,  in  my  lifetime,  with  this  very  long  recession  followed  by 
a  recovery  that  is  almost  imperceptible  at  the  beginning  and  still 
very,  very  difficult  to  detect  in  many  areas,  and  a  recovery  that  is 
really  not  producing  the  jobs  that  it  should  produce  so  far. 

Let  me  move  on  to  something  else  because  other  colleagues  here 
wish  to  question. 

Dr.  Reischauer,  I  am  sure  you  will  remember  the  negotiations 
leading  up  to  the  budget  agreement  back  in  1990,  and  I  was 
pleased  to  hear  you  say  this  morning  that,  in  your  view,  the  budget 
agreement  of  1990  did  lessen  the  impact  of  the  deficits,  what  they 
would  have  been  notwithstanding  that  agreement. 

But  you  will  recall  that  the  President,  President  Bush  through 
his  emissaries,  and  the  Congress  agreed  to  reduce  the  budget  defi- 
cit in  that  agreement  over  a  5-year  period.  And  the  Congress  in  es- 
sence surrendered — and  the  Administration  also,  in  defense  of  the 
Bush  administration,  surrendered  their  fiscal  tools  to  keep  the 
economy  moving  forward  in  this  budget  agreement,  and  there  was 
an  implicit  understanding.  As  a  matter  of  fact,  it  was  even  stated 
a  number  of  times  at  the  budget  agreement  itself  by  those  who 
should  have  known — and  I  think  thought  they  did  know — that  the 
Federal  Reserve  would  keep  the  economy  afloat;  that  we  are  going 
to  surrender  our  fiscal  tools,  the  Congress,  the  Administration,  and 
we  are  going  to  enter  into  a  fiscal  constriction;  and  that  the  Fed 
would  keep  the  economy  moving. 

Well,  we  see  after  2  years  of  recession  and  stagnation  that  the 
Federal  Reserve  failed.  I  have  even  stated — and  I  do  believe  this 
to  be  a  fact — that  the  Federal  Reserve,  in  a  benevolent  way — I 
don't  think  they  intended  it — probably  were  largely  responsible  for 
the  failure  of  this  last  Administration  to  be  re-elected. 

The  Congress  and  the  former  Administration  stuck  to  the  1990 
budget  agreement,  but  even  with  that,  the  deficit  has  actually  in- 
creased to  about  $300  billion  because  of  a  weak  economy. 

Now,  the  question  I  want  to  ask  you,  Dr.  Reischauer:  Pretty  soon 
this  new  Clinton  administration  and  the  Congress  are  once  again, 
in  my  judgment,  going  to  head  down  the  path  of  long-term  deficit 
reduction,  just  like  we  did  in  1990. 

Now,  in  your  judgment,  how  important  is  it  for  the  Federal  Re- 
serve to  offset  any  fiscal  contraction  that  is  put  into  law  by  the  Ad- 
ministration and  the  Congress,  how  important  is  it  to  offset  that 
fiscal  contraction  with  monetary  stimulus? 

Dr.  Reischauer.  First,  let  me  say  that  I  think  the  Fed  does  not 
have  the  tools  necessary  to  guarantee  to  you  that  it  can  offset  the 
consequences  entirely.  Monetary  policy  is  too  imprecise  an  instru- 
ment to  use  in  this  way. 

I  think,  as  our  report  suggests,  that  an  accommodating  monetary 
policy  can  make  a  substantial  dent  in  the  fiscal  consequences  of 
deficit  reduction.  For  the  long-run  health  of  the  economy,  for  the 
pain  and  suffering  that  results  when  the  unemployment  rate  rises, 
that  is  terribly  important.  And  I  would  expect,  without  knowing  for 
sure,  that  the  Federal  Reserve  Board  would  look  very  favorably  on 
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substantial  deficit  reduction.  But  at  the  same  time,  I  would  think 
the  Fed  would  want  that  deficit  reduction  to  be  credible  and  as- 
sured, not  to  be  embodied  in  a  set  of  procedural  promises  that  deci- 
sions will  be  made  2  or  3  years  from  now  to  reach  certain  targets, 
or  that  mandatory  caps  on  entitlements  in  and  of  themselves  will 
engender  these  savings.  We  have  a  long  history  of  dashed  hopes 
when  it  comes  to  procedural  promises. 

Chairman  Sasser.  One  quick  follow-up  on  that  before  yielding  to 
my  colleagues.  Suppose  we  go  down  the  path  of  fiscal  austerity,  the 
Congress  and  this  Administration,  and  we  start  reducing  the  deficit 
through  a  combination  of  spending  cuts  and  raising  additional  rev- 
enues, which  has  a  dampening  effect  on  the  economy.  And  suppose 
over  at  the  Fed  the  inflation  hawks  take  over,  and  they  say  we 
need  to  go  down  a  path  towards  zero  inflation.  What  is  going  to 
happen  to  this  economy?  What  is  going  to  happen  to  the  unemploy- 
ment numbers? 

Dr.  Reischauer.  If  the  Fed  tried  to  achieve  zero  inflation  there 
would  be  an  extremely  costly  contraction.  The  good  environment 
that  exists  right  now  for  deficit  reduction  is  that  inflationary  pres- 
sures are  low.  Virtually  every  dimension — labor  costs,  raw  material 
costs,  the  amount  of  excess  capacity  in  the  industrial  sector — all 
suggests  that  there  will  not  be  substantial  inflationary  pressures. 
This  allows  the  Fed  to  be  much  more  expansive  with  respect  to  its 
monetary  policy  because  it  does  not  have  to  worry  about  triggering 
a  new  round  of  inflation  when  these  deficit  reduction  measures 
begin  to  take  effect. 

Chairman  Sasser.  You  think  that  and  I  think  that,  but  that 
doesn't  make  any  difference.  The  important  people  are  those  who 
sit  on  that  Federal  Open  Market  Committee,  and  many  of  the 
presidents  of  these  regional  Federal  Reserve  Banks,  who  are  re- 
sponsible to  no  one,  really,  and  who  are  appointed  by  who  knows 
what  means,  many  of  these  people  are  of  the  view  we  need  to  get 
to  zero  inflation.  And  that  is  what  makes  me  very  apprehensive 
about  moving  in  an  era  of  very  tight  fiscal  policy  and  looking  to  the 
Fed  to  try  to  help  us  with  a  more  expansive  monetary  policy. 

Well,  my  time  has  expired,  and  let  me  turn  now  to — well,  Sen- 
ator Gregg  I  think  is  next  in  line  to  question. 

Dr.  Reischauer.  Could  I  just  add  one  thing?  Of  course,  when  you 
cut  the  deficit,  you  will  actually  be  reducing  inflationary  pressures 
from  where  they  are  now.  So  the  members  of  the  Open  Market 
Committee  might  regard  this  as  sufficient  additional  movement  in 
the  noninflationary  direction. 

Chairman  Sasser.  They  might.  There  are  no  guarantees  of  that. 

Senator  Gregg? 

Senator  Gregg.  Is  there  any  way  that  we  can  address  this  issue 
without  addressing  entitlements? 

Dr.  Reischauer.  Entitlements  are  certainly  a  large  component  of 
one-half  of  the  budget — namely,  the  spending  side — and  they  are 
certainly  the  component  that  is  growing  most  rapidly.  The  problem 
with  discussions  about  entitlements  is  that  controlling  entitlements 
is  a  relatively  bloodless  phrase.  Beneath  that  term  lies  a  number 
of  very  popular  programs  that  provide  essential  services  to  Ameri- 
cans. We  are  talking  about  social  security;  we  are  talking  about 
medicare;  we  are  talking  about  medicaid;  we  are  talking  about  vet- 
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erans'  benefits;  we  are  talking  about  farm  price  supports;  we  are 
talking  about  student  loans.  So  when  you  say  you  want  to  cut  enti- 
tlements, you  have  to  be  willing  to  come  forward  with  specific  pro- 
posals to  reduce  those  items. 

As  the  Chairman  and  Senator  Domenici  mentioned,  the  real 
problem  is  not  entitlements;  it  is  health  care.  Medicare  and  medic- 
aid are  the  programs  that  are  running  out  of  control. 

The  entitlement  spending  cap  that  was  proposed  by  the  Bush  ad- 
ministration would  have  saved  $316  billion  over  the  next  5-years 
if  it  were  enforced.  Of  that  $316  billion,  $289  billion,  91  percent  of 
the  total,  would  have  come  from  medicare  and  medicaid.  And  al- 
though it  is  certainly  important  to  look  at  every  entitlement  pro- 
gram and  review  the  extent  to  which  it  represents  high-priority 
Federal  expenditures,  bringing  entitlement  spending  under  control 
is  very  difficult  without  doing  something  about  medicare  and  med- 
icaid. 

Senator  Grassley  suggested  that  farm  price  supports  be  reduced 
for  individuals  with  incomes  over  $133,000.  What  you  must  remem- 
ber is  that,  while  that  would  be  an  important  contribution,  it  is 
really  peanuts  compared  with  the  overall  problem. 

Medicare  will  grow  by  $21  billion  next  year.  The  entire  farm 
price  support  program  next  year  will  cost  $10  billion.  In  other 
words,  if  you  eliminated  farm  price  supports  in  their  entirety,  you 
would  be  compensating  for  only  half  of  the  annual  growth  in  medi- 
care. 

Senator  Gregg.  I  agree  with  you.  I  think  obviously  the  key  enti- 
tlements that  are  driving  the  costs  are  the  health  care  entitle- 
ments. 

Have  you  seen  any  proposals,  however,  that  address  health  care 
entitlements  that  actually  control  costs  in  the  first  few  years?  Are 
most  of  the  health  care  things  such  as  managed  competition  and 
these  ideas  that  are  floating  around,  management  competition  and 
various  views?  Most  of  those  are  going  to  incur  probably  more  sig- 
nificant costs  because  most  of  them  include  bringing  in  35  million 
people  who  are  not  covered  into  the  system.  That  is  the  first  ques- 
tion. 

Dr.  Reischauer.  I  think  that  is  an  important  point. 

Senator  Gregg.  Second,  how  much  of  the  health  care  entitlement 
cost  is  being  driven  by  demographics  and  the  aging  of  the  baby- 
boom  generation  of  which  the  new  President  is  a  member? 

Dr.  Reischauer.  How  much  blame  lies  with  the  baby  boomers? 
Very  little.  Most  of  the  cost  increase  is  being  driven  by  increases 
in  intensity  of  utilization,  by  technological  advances,  and  by  a  rapid 
increase  in  health  care  prices  over  and  above  the  general  increase 
in  all  prices. 

Senator  GREGG.  Do  you  have  a  breakdown 

Dr.  Reischauer.  I  have.  I  will  give  it  to  you  for  the  record. 

[The  following  was  subsequently  supplied  for  the  record  by  Dr. 
Reischauer:! 

The  recent  CBO  study,  Projections  of  National  Health  Expenditures,  provides  in- 
formation about  the  source  of  growth  in  health  care  spending.  The  study  finds  that 
the  primary  factors  behind  rapid  growth  of  health  care  spending  are  higher-than- 
average  price  increases  received  by  health  care  providers  and  rapid  growth  in  inten- 
sity of  service.  Because  health  care  prices  are  difficult  to  measure  and  interpret,  the 
statistics  do  not  allow  higher  charges  resulting  from  increased  intensity  to  be  dis- 
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entangled  from  increases  in  prices.  Similarly,  the  contribution  of  new  technologies 
cannot  be  separated  from  increased  use  of  old  technologies.  Demographic  changes, 
including  projected  increases  in  the  elderly  population,  will  add  only  modestly  to  the 
growth  of  health  spending  over  the  next  decade.  (See  following  table.) 

Factors  Accounting  for  Growth  in  Personal  Health  Care,  1980-1990  (in  percentages) 


Average  Annual  Relative  Contribution 

Component  Category  Rates  of  Growth  of  Components 


10 
46 
22 
22 

Total,  Personal  Health  Care  10.3  100 


SOURCE:  Health  Care  Financing  Administration:  Data  from  the  Office  of  National  Health  Statistics. 
NOTE:  The  loial  rate  of  growth  is  the  product  of  its  components. 

Senator  Gregg.  How  about  a  breakdown  relative  to  technology- 
driven  versus  just  more  utilization  of  already  existing  technology? 

Dr.  Reischauer.  That  is  a  difficult  kind  of  estimate.  I  have  seen 
suggestions  that  maybe  15  percent  of  the  growth  would  be  associ- 
ated with  new  technologies.  But  conceptually  and  methodologically, 
it  is  hard  to  ferret  out  these  differences. 

In  talking  about  health  care  reform  on  the  one  hand  and  the 
Federal  budget  on  the  other,  we  must  realize  that  the  Federal 
budget  includes  medicare  and  medicaid.  Those  are  the  primary 
health  care  expenditures. 

Reforming  the  health  care  system  might  not  do  much  to  reduce 
spending  in  those  two  programs  for  two  reasons.  One  is  that  these 
programs  now  reimburse  providers  at  considerably  below  cost.  For 
example,  medicare  reimburses  hospitals  at  about  90  percent  of 
their  full  cost,  medicaid  at  about  80  percent,  and  private  health 
care  systems,  such  as  you  and  I  have,  at  about  128  percent  of  full 
costs.  So  even  if  the  overall  level  of  costs  were  reduced  or  did  not 
grow  as  rapidly,  we  would  probably  want  to  equalize  government 
and  private  reimbursements. 

Second,  it  is  worth  pointing  out  that  medicare  and  medicaid  are 
not  exactly  gold-plated  programs.  You  mentioned  managed  com- 
petition. One  dimension  of  managed  competition  has  been  the  sug- 
gestion to  create  a  basic  defined  benefit  package  that  would  cover 
what  we  as  a  society  regard  as  essential  medical  services  that  peo- 
ple should  not  be  denied  because  of  a  lack  of  income  or  where- 
withal. Most  of  those  proposals  include  prescription  drugs. 

Remember,  medicare  does  not  include  prescription  drugs.  So  it  is 
not  impossible  to  imagine  that  the  standard  benefit  package  in  a 
reform  system  would  be  slightly  more  generous  than  the  one  medi- 
care and  medicaid  now  provide.  And  that  would  increase  medicare 
and  medicaid  spending.  So  this  is  a  very  difficult  set  of  issues. 


36 

Senator  Gregg.  So  it  is  likely  that  reform  in  medicare,  in  the 
health  care  delivery  system  is  probably  not  going  to  create  deficit 
reduction  in  the  short  term. 

Dr.  Reischauer.  Not  in  the  short  term,  which  probably  means 
this  century.  But  at  the  same  time,  as  I  said  in  my  statement,  it 
is  an  essential  component  of  getting  the  deficit  under  control  in  the 
year  2005  or  2010.  And  if  we  don't  do  it  now,  the  point  at  which 
savings  do  accrue  to  the  Federal  budget  will  just  be  all  that  much 
later. 

Chairman  Sasser.  Thank  you,  Senator  Gregg. 

Senator  Exon? 

Senator  Exon.  Mr.  Chairman,  thank  you  very  much. 

Dr.  Reischauer,  let  me  go  into  a  few  things  with  you  maybe  to 
follow  up  on  some  of  the  statements  that  I  made  and  your  answer 
to  some  of  the  things  I  suggested. 

I  take  it,  if  I  understand  you  correctly,  that  while  you  believe 
that  we  may  be  in  trouble  trying  to  put  ourselves  in  a  5-year  box 
with  regard  to  the  budget,  you  then  went  on  to  say  that,  however, 
if  I  understood  you,  we  could  either  go  for  5  or  10  years  because 
the  difference  in  the  figures  was  not  that  much;  except,  I  would 
add,  that  if  we  go  on  too  stringent  a  cutback  in  programs  or  too 
stringent  an  increase  in  revenues,  that  could  plunge  us  further,  or 
threaten  to  plunge  us  further  into  a  recession. 

Is  that  not  true? 

Dr.  Reischauer.  Yes;  I  would  suggest  that  the  decision  to  go  on 
a  5-year  force  march  versus  a  10-year  forced  march  is  not  the  im- 
portant one.  The  important  decision  is  how  credible  the  package  is 
and  the  degree  to  which  it  is  phased  in  so  that  actors  in  our  econ- 
omy— individuals,  businesses,  and  governments — can  see  what  is 
going  to  happen  to  them  a  few  years  down  the  pike  and  can  make 
the  kinds  of  adjustments  in  their  behavior,  in  the  services  they 
offer,  in  the  items  that  they  consume,  that  would  be  required.  So 
credibility  and  a  gradual  phase-in  are  much  more  important  than 
whether  the  reduction  takes  5  years  or  10  years. 

Senator  Exon.  Then  therein  lies  the  dilemma  about  how  do  we 
enforce  the  glide  path.  Always  a  big  problem,  isn't  it? 

Dr.  Reischauer.  Well,  we  adopted  a  glide  path  in  1990  with  re- 
spect to  deficit  reduction,  which  we  have  adhered  to.  I  think  the 
lesson  of  the  Budget  Enforcement  Act  is  that  it  worked.  It  didn't 
bring  down  the  deficit  because  economic  circumstances  deteriorated 
and  there  were  a  number  of  adverse  technical  developments.  But 
the  savings  that  were  projected  have  occurred.  The  limits  that  were 
placed  on  congressional  appropriation  action  have  been  adhered 
to — in  fact,  they  have  been  more  than  adhered  to  over  this  period. 
So  the  upshot  is,  you  can  design  a  process  that  keeps  your  feet  to 
the  fire,  keeps  you  on  a  glide  path,  if  that  process  is  designed  to 
enforce  decisions  you  have  already  made.  You  might  decide  that 
the  gasoline  tax  or  energy  tax  in  1997  be  raised  by  a  nickel  or  a 
dime,  or  that  every  2  years  the  cost-of-living  adjustment  for  social 
security  be  reduced  by  a  percentage  point  or  two,  or  something  like 
that.  But  it  would  have  to  be  written  into  law  now. 

Senator  Exon.  Have  you  ever  explored  the  possibility  or  the  prac- 
tical effect  of  possibly  tying  in  the  enforcement  mechanism  to  not 
the  annual  budget  deficit,  but  to  tie  it  to  the  National  debt?  What 
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1  am  saying  is  that  it  seems  to  me — and  would  you  agree — that  it 
is  a  foregone  conclusion  right  now  that  the  National  debt  is  going 
to  go  up  from  a  little  over  $4  trillion  to  over  $5  trillion  in  the  next 

2  or  3  years?  Is  that  a  foregone  conclusion? 

Dr.  Reischauer.  You  are  talking  about  the 

Senator  Exon.  National  debt. 

Dr.  Reischauer.  The  total  debt  as  opposed  to  the  debt  held  by 
the  public  and 

Senator  Exon.  Total  debt. 

Dr.  Reischauer.  Being  an  economist,  I  like  to  focus  on  the  debt 
held  by  the  public,  excluding  the  debt  that  government  owes  to  gov- 
ernment. You  are  certainly  right  that  it  is  going  to  go  up.  What  we 
should  worry  about  is  whether  the  debt  of  the  Nation  is  growing 
faster  than  the  Nation's  underlying  ability  to  sustain  that  debt — 
in  other  words,  the  growth  of  the  economy.  The  debt  amounted  to 
51  percent  of  gross  domestic  product  at  the  end  of  the  last  fiscal 
year.  It  will  be  about  62  percent  of  GDP  in  1998 — in  other  words, 
it  will  grow  faster  than  the  economy — if  we  don't  do  something  to 
bring  it  down,  which  we  should. 

Senator  Exon.  Let  me  ask  you  a  question  other  than  in  broad 
generalities,  which  I  generally  get  when  I  ask  this  question,  oh, 
yes,  well,  reducing  revenue  and  raising  taxes.  If  you  had  been 
elected  President  of  the  United  States  and  been  sworn  in  last  week, 
have  you  ever  thought  what  kind  of  a  recommendation  you  would 
be  making  to  us  in  the  Congress  as  President  rather  than  as  our 
chief  budget  maker  in  the  Congress? 

Dr.  Reischauer.  I  have  many  fantasies,  but  being  President  of 
the  United  States  is  not  one  of  them.  [Laughter.] 

Senator  Exon.  I  was  afraid,  Mr.  Chairman,  that  would  be  the  an- 
swer. Thank  you.  My  time 

Dr.  Reischauer.  I  will  be  a  little  more  expansive,  although  not 
satisfy  you,  I  am  sure.  My  view  is  that  we  want  to  explain  to  the 
American  people  that  the  fiscal  restraint  that  we,  or  I  as  President, 
would  like  to  engage  in  is  designed  to  improve  the  future.  We  have 
lived  beyond  our  means  for  the  last  15  years  or  so.  It  is  time  to 
change  that  situation. 

Like  an  Olympic  athlete  who  has  sat  on  the  couch  eating  junk 
food  and  watching  television  for  a  few  years,  and  who  then  decides 
he  wants  to  get  into  shape,  we  know  it  is  going  to  hurt.  We  are 
going  to  have  aches;  we  are  going  to  have  pains.  But  we  also  know 
that  once  we  get  in  shape,  we  will  be  healthier.  We  will  be  a 
stronger,  more  agile  competitor  in  world  markets.  This  is  not  put- 
ting on  a  hair  shirt  because  we  like  to  feel  pain  and  suffering;  it 
is  something  we  are  doing  for  our  children,  for  our  grandchildren, 
and  for  ourselves,  really. 

How  we  do  it  is  not  as  important  as  doing  it,  or  not  doing  it. 
Whether  it  is  through  taxes  or  spending  or  some  combination  of 
both  is  not  of  primary  importance. 

Obviously,  you  don't  want  to  reduce  the  deficit  by  raising  taxes 
that  would  discourage  investment  or  saving.  That  would  be  coun- 
terproductive. And  you  don't  want  to  reduce  the  deficit  by  slashing 
the  investment  accounts  of  the  Federal  Government,  the  various 
things  that  the  Federal  Government  spends  money  on  that  increase 
our  long-run  productivity. 
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What  you  want  to  do  is  gradually  scale  back  the  consumption  ac- 
tivities of  the  Federal  Government  and,  to  the  extent  the  American 
people  don't  want  those  activities  cut  back,  raise  taxes  to  pay  for 
those  items  that  they  want  to  preserve. 

Senator  Exon.  My  time  is  up.  I  take  it  that  we  can,  therefore, 
conclude,  Dr.  Reischauer,  that  you  are  not  likely  to  be  a  candidate 
for  President  of  the  United  States.  Is  that  correct? 

Dr.  Reischauer.  Well,  I  have  been  passed  by.  I  am  older  than 
the  baby  boomers. 

Senator  EXON.  Thank  you. 

Chairman  Sasser.  Senator  Grassley. 

Senator  Grassley.  Before  I  ask  my  first  question  about  medi- 
care, I  will  comment  on  your  comment  about  agricultural  reduc- 
tions. There  were  two  points  that  I  was  trying  to  make.  Number 
one  is  I  think  that  there  can't  be  any  part  of  the  budget  that  is  ex- 
empt from  discussion  if  we  are  going  to  get  this  under  way.  The 
second  point  is 

Dr.  Reischauer.  I  certainly  applaud  that  aspect.  When  some- 
body said:  Will  anybody  come  up  with  something  that  affects  people 
in  their  State  or  their  district,  you  said  yes.  I  think  that  is  just  the 
attitude  we  have  to  have. 

Senator  Grassley.  That  would  affect  me  personally  as  well. 

Second,  is  the  fact  that  not  only  for  farm  programs,  but  you  could 
think  of  a  lot  of  programs  that  benefit  wealthier  people  or  even 
higher-middle-income  people  that  maybe  we  ought  to  be  looking  at. 
And  one  thing  would  be  in  the  farm  program,  if  you  have  an  in- 
come of  over — pick  any  figure  you  want.  I  picked  the  salary  of  a 
Congressman,  but  any  salary  you  want  to.  You  know,  there  has  got 
to  be  some  point  where  subsidies  ought  to  end.  I  mean,  we  ought 
to  be  targeting  our  limited  resources  to  people  that  have  the  most 
need. 

I  could  pick  another  one.  What  about — oh,  I  forget.  The  one  on 
helping  with  the  shipment  of  grain  overseas,  cargo  preference. 

Dr.  Reischauer.  Export  enhancement? 

Senator  Grassley.  That  is  a  subsidy  that  goes  to  some  high-in- 
come people,  if  you  look  into  it. 

My  one  on  budget  is  a  little  bit  about  the  ability  to  predict  ahead. 
In  the  1990  Budget  Summit,  Congress  claimed  credit  for  $50  billion 
in  medicare  spending.  That  would  have  brought  us  what  was  pro- 
jected to  be  a  baseline  of  168  by  1995,  down  14  billion  to  154,  and 
we  are  actually  projecting  right  now  that  by  1995  we  will  spend  on 
medicare  171.  So  it  doesn't  look  like  we  have  saved  anything,  and 
yet  we  reduced  reimbursement  to  hospitals. 

Where  does  the  money  go?  Can't  we  really  claim — we  actually 
must  have  saved  this  money  if  we  reduced  reimbursement  to  hos- 
pitals? 

Dr.  Reischauer.  The  spending  is  less  than  it  would  have  been 
otherwise,  but  total  medicare  spending  has  been  driven  up  by  some 
technical  developments.  One  of  them  is  some  court  cases  relating 
to  disabled  individuals  who  are  receiving  medicare  benefits,  and 
that  has  swelled  cost.  Home  health  care  costs  have  risen  dramati- 
cally within  the  Medicare  Program,  and  these  unexpected  develop- 
ments have  also  driven  up  the  total. 
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Senator  Grassley.  OK  So  you  are  really  saying  here  that  when 
we  are  $3  billion  higher  than  we  thought  we  would  be,  we  didn't 
save  the  $14  billion,  that  these  are  all  policy  decisions  that  were 
either  made  by  Congress  or  forced  on  Congress  that  we  couldn't 
have  foreseen. 

Dr.  REISCHAUER.  These  were  not  policy  decisions.  You  did  not 
change  the  medicare  law  to  create  the  expansion  in  home  health 
care  costs.  It  stemmed  from  outside  forces,  the  development  of  cer- 
tain services  that  providers  came  forward  with. 

Senator  Grassley.  But  you  can  account  for  practically  every  dol- 
lar of  that  increase?  I  mean  account  for  it.  I  mean  there  is  an  ex- 
planation for  it. 

Dr.  Reischauer.  Yes.  Yes,  we  can. 

Senator  GRASSLEY.  It  is  not  just  that  we  did  not  do  a  good 

Dr.  Reischauer.  No. 

Senator  Grassley.  OK  And  we  did  save  the  $50  billion  we  said 
we  were  going  to  save.  You  can  verify 

Dr.  Reischauer.  We  have  not  reexamined  that  issue  in  detail, 
and  it  is  almost  impossible  to  do  methodologically.  But  our  overall 
judgment  is  that  the  $482  billion  in  deficit  reduction  that  was  ex- 
pected from  the  1990  budget  deal  in  fact  is  being  realized  to  date. 

Senator  Grassley.  Is  the  increase  in  agriculture  from  $8  billion 
in  1992  to  $14  billion  this  year,  is  that  all  because  of  low  grain 
prices,  or  is  there  some  other  policy  decision  that  changed  that? 

Dr.  Reischauer.  It  largely  results  from  the  bumper  crop  in  corn 
and  what  has  happened  to  corn  prices,  as  well  as  some  develop- 
ments in  wheat  and  cotton  prices. 

Senator  Grassley.  In  1990,  we  thought  that,  of  course,  we  were 
getting  a  $500  billion  deficit  reduction  when  we  passed  that  pack- 
age, and  obviously  we  didn't.  Future  baselines  now  seem  to  be  out 
of  control.  You  yourself  in  your  own  document  say  that  we  are 
going  to  have  a  $650  billion  deficit  by  2003,  and  that  is  very  shock- 
ing to  me. 

Since  any  response  we  make  must  measure  up  to  the  size  of  the 
problem,  shouldn't  you  or  shouldn't  we  or  shouldn't  all  of  us  be 
doing  something  to  shock  us  into  doing  something  more  dramatic 
than  traditionally  being  done?  And  I  guess  your  opinion  about 
whether  or  not  you  think  that  we  need  action  that  is  more  dra- 
matic than  anything  this  institution  has  done  in  the  past. 

Dr.  Reischauer.  Well,  I  have  tried.  I  feel  a  little  bit  like  the  En- 
ergizer  bunny.  I  come  across  the  front  of  this  committee  two  or 
three  times  a  year  pounding  the  drum  and  saying:  Cut  the  deficit, 
the  deficit  is  getting  out  of  control.  But,  of  course,  that  is  easy  for 
me  to  say  because  I  am  appointed,  I  am  not  elected.  The  decisions 
have  to  be  made  by  those  of  you  who  are  responsible  to  the  Amer- 
ican people.  And  the  American  people,  I  think,  having  suffered 
through  this  era  of  very  slow  growth  and  the  adjustments  that 
have  been  made  to  the  structural  imbalances  of  the  last  decade, 
have  come  to  the  realization  that  something  has  to  be  done.  But 
it  will  take  some  courage  and  political  leadership  of  the  sort  that 
Senator  Conrad  was  talking  about  to  get  the  ball  rolling. 

Senator  Grassley.  It  is  obvious  Congress  is  not  getting  the  mes- 
sage. 

Chairman  Sasser.  Thank  you,  Senator  Grassley. 
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Senator  Boxer? 

Senator  Boxer.  Thank  you,  Mr.  Chairman. 

Doctor,  I  wanted  to  talk  to  you  just  for  a  minute  about  the  situa- 
tion in  California.  There  are  those  who  say  if  California  doesn't  re- 
bound soon,  it  is  going  to  drag  down  the  overall  recovery.  Just  last 
year,  we  lost  almost  a  half  a  million  jobs  in  California.  We  have 
a  9.8  percent  unemployment  rate,  a  million-five  out  of  work,  and 
it  doesn't  look  good. 

I  want  to  know  if  it  is  your  opinion  that  California  is  important 
to  the  Nation's  recovery.  We  would  be  the  seventh  or  eighth  largest 
country  in  the  world  if  we  were  a  country.  So  I  would  like  to  know 
how  important  you  think  it  is. 

Dr.  Reischauer.  Let  me  start  by  saying  I  am  not  one  of  those 
who  wishes  you  were  a  different  country.  I  view  you  as  part  of  the 
American  fabric. 

Certainly,  a  big,  dynamic  segment  of  the  economy  like  California 
affects  the  overall  economy,  and  some  rebound  in  California  prob- 
ably is  necessary  to  sustain  this  recovery. 

I  should  add  that  the  State  of  California  is  going  to  be  under  a 
lot  of  pressure  due  to  some  of  the  structural  imbalances  that  devel- 
oped during  the  1980's.  I  am  referring  to  the  excessive  real  estate 
development  in  the  area,  as  well  as  to  some  of  the  decisions  that 
were  made  to  reduce  the  deficit  and  to  respond  to  changed  world 
conditions.  For  instance,  it  is  inevitable  that  defense  spending  is 
going  to  go  down.  And  it  is  inevitable  that  this  is  going  to  have  a 
disproportionate  impact  on  the  State  of  California.  Those  kinds  of 
structural  readjustments  are  inevitable.  They  are  painful. 

Senator  Boxer.  So  you  are  saying,  extrapolating — I  don't  want  to 
put  words  in  your  mouth — that  it  is  important  that  California  get 
out  of  the  doldrums  if  it  is  going  to — so  that  it  doesn't  drag  down 
the  rest  of  the  economy  and  perhaps 

Dr.  Reischauer.  I  would  expect  that  to  happen  anyway.  But  it 
will  be  a  gradual  process,  painful  process. 

Senator  Boxer.  Yes,  we  do,  too. 

Dr.  Reischauer.  There  has  been  a  good  deal  of  adjustment  al- 
ready. 

Senator  Boxer.  We  do  believe  that.  We  do  worry,  looking  out  at 
NAFTA  and  some  other  things,  that  in  the  short  run  we  could  see 
some  more  jobs  lost. 

I  want  to  ask  you  this:  We  are  going  to  see  a  shift  away  from 
military  spending.  We  already  have.  I  am  one  of  those  people  who 
has  always  said  that  in  the  end  it  is  going  to  be  healthy  for  the 
economy  because  I  do  share  the  view  that  the  creation  of  jobs  is 
essential  to  our  deficit  problem,  to  our  whole  deficit  picture.  And 
I  agree  with  Senator  Riegle  who  made  that  point,  I  thought,  very 
eloquently  in  calling  this  a  jobs  recession. 

Do  you  have  any  information  for  us  on  the  multiplier  factor?  In 
other  words,  when  you  put  a  dollar  of  Federal  money,  Federal  in- 
vestment, if  you  will,  on  the  military  side,  compared  to  when  you 
put  it  on  to  the  civilian  side,  be  it  health  or  education  or  some  of 
the  investments  that  I  happen  to  believe  we  need  to  make  in  order 
to  stay  competitive,  do  you  have  a  comparative  of  what  it  does  to 
the  overall  economy  when  you  make  those  shifts? 
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Dr.  REISCHAUER.  As  a  first  approximation,  the  difference  is  not 
very  great.  There  have  been  a  number  of  studies  in  which  people 
have  looked  at  the  skill  and  labor  component  of  military  spending 
versus  the  average  of  civilian-type  spending  and  there  are  small 
differences,  but  nothing- 


Senator  Boxer.  So  you  would  disagree  with  those  economists- 


Dr.  REISCHAUER  [continuing].  That  would  drive  a  policy  change. 

Senator  BOXER.  OK  So  you  would  disagree  with  those  econo- 
mists who  say  that  there  is  a  big  difference  in  where  you  invest  the 
Government  dollar  in  terms  of  jobs  produced. 

Dr.  Reischauer.  There  is  more  to  this  than  jobs.  Remember,  jobs 
are  created  not  only  by  the  initial  expenditure  of  resources  to  Lock- 
heed to  build  the  plane,  to  pay  its  workers  and  buy  its  material, 
but  when  the  wages  and  the  profits  that  are  earned  in  that  process 

go 

Senator  Boxer.  I  understand. 

Dr.  Reischauer  [continuing].  Back  into  the  economy  and 
create 

Senator  Boxer.  Well,  that  is  in  the  multiplier  effect. 

Dr.  Reischauer.  Right. 

Senator  Boxer.  That  is  all  considered. 

Dr.  Reischauer.  But  there  is  another  issue  here,  which  is  that, 
when  we  devote  a  tremendous  amount  of  resources  and  talent  to 
developing  highly  sophisticated  military  equipment  and  fighting 
machines,  does  that  have  the  same  kind  of  spillover  effects  in  the 
economy  at  large?  Does  it  have  the  effects  on  our  standard  of  living 
that  a  similar  kind  of  investment  in  domestically  oriented  spending 
would  have? 

Senator  Boxer.  I  understand  what  you  are  saying.  I  would  like 
to  see  your  analysis  because  I  would  like  to  compare  it  to  the  oth- 
ers I  have  seen,  because  it  contradicts  the  others  I  have  seen. 

Dr.  Reischauer.  OK  I  would  be  glad  to. 

[The  following  was  subsequently  supplied  for  the  record  by  Dr. 
Reischauer:] 

The  macroeconomic  impact  of  additional  defense  purchases  is  about  the  same  as 
that  of  additional  nondefense  purchases.  In  other  words,  reducing  defense  purchases 
by  some  amount  and  applying  that  amount  to  nondefense  purchases  is  likely  to 
leave  gross  domestic  product  (GDP)  unchanged. 

Even  though  GDP  is  not  affected,  there  may  be  a  short-run  effect  on  net  employ- 
ment. Some  studies  indicate  that  shifting  spending  from  defense  to  nondefense  pur- 
chases would  increase  jobs.  This  can  occur  without  changing  overall  output  or  in- 
come because  of  the  assumption  that  such  a  policy  effectively  replaces  relatively 
high-wage  jobs  in  defense  production  with  a  slightly  greater  number  of  relatively 
low-wage  jobs  in  nondefense  areas. 

Senator  Boxer.  Let  me  say  this:  As  we  move  away  from  the  mili- 
tary, I  think  we  need  to  look  at  where  we  are  spending  our  military 
dollars,  and  several  economists,  such  as  Kaufman  and,  frankly, 
some  economists  from  the  Budget  Committee  on  the  House  side, 
have  put  in  writing  an  analysis  that  shows — and  shocking  num- 
bers, so  everyone  is  going  to  say  this  can't  be  true — that  up  to  half 
of  the  amount  that  we  are  spending  on  the  military  goes  to  benefit 
our  allies  in  Europe  and  Asia.  And  that  calls  into  play  a  whole 
analysis  of  where  we  spend  our  money  and  who  is  getting  the  bene- 
fit. 
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Have  you  looked  at  the  whole  issue  of  burden-sharing,  and  how 
solid,  on  what  grounds  can  we  stand  and  feel  secure  and  firm  that 
these  dollars  are,  in  fact,  going  to  help  other  nations  and  not  us, 
directly  or  indirectly? 

Dr.  Reischauer.  We  have  a  report  that  will  come  out  shortly — 
it  is  going  through  our  review  process  right  now — that  touches  on 
burden-sharing. 

I  would  add  that  it  is  very  hard  to  disentangle  the  interests  of 
this  country  from  the  interests  of  our  allies. 

Senator  Boxer.  I  understand. 

Dr.  Reischauer.  Being  able  to  pre-position  troops  and  equipment 
in  Europe,  in  fact,  turns  out  to  be  extremely  beneficial  when  the 
United  States  wants  to  do  something  in  the  Middle  East.  It  is  in 
many  ways  our  interests  and  our  power  and  our  view  of  the  world 
that  we  are  furthering  in  our  basing  troops  abroad. 

Senator  Boxer.  Of  course.  And  you  are  going  to  have  that  report 
for  us  when? 

Dr.  Reischauer.  None  of  my  staff  who  have  worked  on  it  are 
here. 

Senator  Boxer.  OK.  I  am  very  interested  in  that,  Mr.  Chairman. 

Dr.  Reischauer.  I  will  send  you  a  note  and  let  you  know. 

Senator  Boxer.  Thank  you. 

Chairman  Sasser.  Thank  you,  Senator  Boxer. 

Senator  Murray. 

Senator  MURRAY.  Thank  you,  Mr.  Chairman. 

One  of  the  assumptions  of  this  report  is  that  the  rate  of  unem- 
ployment is  going  to  go  from  7.1  percent  this  year  down  to  5.7  in 
1998.  Yet  every  day  we  hear  about  major  corporations  who  are  lay- 
ing off  substantial  numbers  of  employees:  McDonnell-Douglas  re- 
cently is  10  percent;  Sears,  50,000  employees;  and  today  in  my 
State,  the  Boeing  Company  is  announcing  a  major  cutback.  They 
cut  back  more  than  8,200  jobs  last  year.  This  one  is  going  to  be 
much  larger,  I  understand.  Obviously  this  is  of  great  concern  to  the 
people  of  Washington. 

Where  do  you  see  in  your  report  the  opportunities  for  new  em- 
ployment? Where  are  those  jobs  going  to  be  if  we  are  going  to  con- 
tinue to  see  major  corporations  cut  back? 

Dr.  Reischauer.  We  have  to  remember  that  what  makes  the 
newspapers  are  the  stories  of  large  reductions  at  large  companies, 
not  the  thousands  and  thousands  of  additions  of  one,  two,  or  five 
people  to  the  payrolls  of  this  corporation  or  that  corporation. 

What  CBO's  forecasts  do  is  focus  on  the  overall  situation.  There 
will  be  large  cutbacks  as  part  of  industrial  restructuring.  We  will 
undoubtedly  see  more  announcements  of  this  sort;  but  small,  new 
high-tech  companies  are  hiring,  have  been  hiring,  will  continue  to 
hire. 

Senator  Murray.  But  when  Boeing  cuts  back  10,000  to  20,000 
jobs  in  the  State  of  Washington,  unemployed  workers  don't  buy 
cars  or  groceries — you  know,  the  spiral  effect  is  tremendous.  And 
we  will  need  a  lot  of  new  jobs  to  replace  what  we  are  losing. 

I  am  just  really  curious.  You  mentioned  high-tech.  What  other 
industries  are  out  there  for  the  future?  What  can  we  say  to  people, 
about  where  we  are  going  in  this  Nation,  so  that  our  kids  will  have 
jobs? 
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Dr.  Reischauer.  One  area  where  job  growth  has  been  strong — 
before  the  recession,  during  the  recession,  and  during  the  recov- 
ery— is  the  health  care  sector.  Financial  services,  after  dipping, 
have  now  come  back.  I  think  your  concerns  are  valid.  You  can't  say 
to  an  air  frame  worker:  Well,  how  about  being  a  doctor?  These  are 
the  kinds  of  changes  that  you  make  only  once  in  a  lifetime,  when 
you  are  going  through  college  and  graduate  school 

Senator  Murray.  So  I  hope  you  are  saying  that  education  is  part 
of  the  recovery  here? 

Dr.  Reischauer.  State  and  local  employment  has  actually  held 
up  remarkably  well,  but  one  has  to  question  its  prospects  given  the 
fiscal  strain  that  these  governments  are  under.  But  employment  in 
elementary  and  secondary  education  has  been  going  up  rapidly, 
mainly  because  the  student  body  has  been  expanding  rather  rap- 
idly after  a  period  of  decline  during  the  1970's  and  1980's. 

Senator  Murray.  Right.  But  I  think  that  one  of  the  things  I  feel 
so  strongly  is  that  we  need  to  know  where  the  jobs  are  going  to  be 
in  the  future  if  we  want  to  be  able  to  educate  kids  for  those  jobs. 
And  we  haven't  done  a  good  job  at  defining  that. 

Dr.  Reischauer.  The  Department  of  Labor  periodically  publishes 
a  very  large  volume  that  projects  job  growth  in  hundreds  of  indus- 
tries. That  volume  provides  some  indication  of  where  the  majority 
of  economists  feel  that  job  growth  will  occur.  I  will  be  glad  to  pro- 
vide that  information  to  you. 

Senator  Murray.  I  would  like  to  see  that.  I  would  like  to  be  able 
to  go  home  and  say  these  are  where  some  of  the  jobs  are  going  to 
be  in  the  future,  so  that  we  can  start  planning  our  education  sys- 
tem for  that  and  we  can  assure  people  that  they  will  have  con- 
fidence in  the  future. 

[The  following  was  subsequently  supplied  for  the  record  by  Dr. 
Reischauer:] 

Growth  projections  for  various  occupations  are  contained  in  the  Bureau  of  Labor 
Statistics'  Occupational  Outlook  Handbook:  1992/93.  It  is  available  from  the  Gov- 
ernment Printing  Office  or  by  calling  the  BLS  at  606-7828 

Senator  Murray.  One  other  question.  I  am  curious  what  impact 
you  think  the  energy  taxes  will  have  on  the  airlines  industries  and 
some  of  the  industries  that  are  so  crucial  in  my  State  and  others. 

Dr.  Reischauer.  Obviously,  airline  transportation  is  energy-in- 
tensive, and  a  tax  on  kerosene  or  jet  fuel,  would  force  the  airlines' 
cost  structure  up.  And  to  the  extent  that  consumers  are  price-sen- 
sitive, it  would  reduce  the  demand  for  their  services. 

There  has  been  a  flurry  in  the  newspapers  over  Secretary  Bent- 
sen's  remarks  about  energy  taxes  and  consumption  taxes.  But  I 
think  it  is  very  important,  when  we  talk  about  a  package  of  deficit 
reduction  measures,  not  to  focus  on  the  elements;  but  to  wait  until 
the  entire  package  is  revealed  and  then  consider  the  economic 
ramifications  of  this  entire  package. 

We  can  pick  apart  almost  any  suggestion.  With  any  proposal  for 
cutting  spending  or  raising  taxes,  I  can  give  you  a  hundred  reasons 
why  it  will  hurt.  That  is  not  the  issue,  because  what  you  want  to 
do  is  balance  the  sacrifice  required  by  the  entire  package  against 
the  benefits  that  will  accrue  to  the  Nation  in  the  next  century  from 
engaging  in  responsible  fiscal  behavior. 

Senator  Murray.  Thank  you. 
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Chairman  Sasser.  Thank  you,  Senator  Murray. 

Senator  Conrad? 

Senator  Conrad.  Thank  you,  Mr.  Chairman. 

Thank  you,  Mr.  Reischauer,  for  focusing  on  this  problem  as  you 
have  always  done  so  well.  Hopefully,  we  are  on  the  brink  of  a 
breakthrough  around  here. 

My  own  sense  is  the  American  people  are  ready  for  it.  My  own 
sense  is  my  colleagues  here  are  ready  for  it.  I  believe  they  have 
been  ready  for  some  time,  and  if  there  is  presidential  leadership, 
we  will  move  on  this  question. 

Just  in  looking  at  sources  of  the  problems  over  the  30  years  that 
are  covered  in  your  charts,  some  very  interesting  things  emerge,  I 
think.  One  is,  in  looking  on  the  spending  side  of  the  equation,  enti- 
tlements and  other  mandatory  spending  in  the  last  30  years,  their 
percentage,  as  a  percentage  of  GDP  has  about  doubled.  Net  interest 
has  about  tripled.  Then  when  you  look  at  the  specific  breakdown 
on  entitlements  and  other  mandatory  spending,  it  is  very  interest- 
ing. 

Medicare,  of  course,  did  not  exist  30  year  ago,  but  when  it  first 
started  in  the  mid-1960's,  it  was  one-tenth  of  1  percent  of  GDP.  It 
is  now  1.2  percent.  It  has  gone  up  by  a  factor  of  10.  Social  security, 
2.5  percent  of  GDP  30  years  ago,  it  has  doubled.  Medicare,  again 
it  didn't  exist  until  the  mid-1960's,  and  it  has  gone  from  four-tenths 
of  1  percent  of  GDP  to  2.2  percent.  It  has  gone  up  by  a  factor  of 
five. 

Farm  price  supports  that  were  being  mentioned  earlier,  interest- 
ingly enough,  have  been  cut  in  half.  They  have  been  cut  in  half  as 
a  percentage  of  GDP.  So  if  we  are  looking  on  the  spending  side, 
clearly,  the  points  that  were  made  earlier  that  it  is  really  a  health 
care  crisis  that  is  pushing  the  spending,  and  if  we  are  going  to  be 
honest  with  everyone,  social  security  has  doubled  as  a  percentage 
of  GDP  during  this  period. 

On  the  income  side  of  the  ledger,  it  is  very  interesting.  Corporate 
income  taxes  have  gone  from  3.7  percent  to  1.7  percent  in  the  30 
years.  The  corporate  income  tax  share  of  the  revenue  base  has  been 
cut  in  two.  Excise  taxes  have  gone  from  2.3  percent  to  .8  percent. 
Their  share  has  been  cut  by  two-thirds. 

Maybe  when  we  are  looking  at  ways  to  get  back  on  track  here, 
we  might  look  at  the  historical  record  and  see  that  these  areas  that 
have  had  very  dramatic  changes  in  terms  of  their  contribution  are 
places  that  we  ought  to  look. 

The  question  that  I  have  for  you,  though,  is  a  separate  question, 
and  let  me  ask  it  very  direct.  You  have  indicated  that  if  we  are  on 
a  5-year  glide  slope,  it  would  be  $60  billion  a  year.  That  would  be 
in  the  first  year,  if  you  were  going  to  do  50-50,  50  percent  revenue 
and  50  percent  spending,  a  2  percent  cut  in  spending  across  the 
board  on  all  $1.5  trillion  of  spending  would  be  required. 

I  know  that  because  of  the  mandatories,  that  would  be  a  serious 
undertaking.  But  2  percent  is  not  something  that  is  draconian.  On 
the  revenue  side,  if  we  increased  the  revenue  base  by  3  percent, 
that  would  provide  $30  billion,  and  in  one  year  you  would  have  a 
$60  billion  deficit  reduction  package. 

Let  me  just  ask,  in  economic  terms,  would  a  2  percent  spending 
reduction  across  the  board,  understanding  all  the  difficulties  in 
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doing  that,  and  a  3  percent  increase  in  the  revenue  base  retard  re- 
covery, in  your  judgment? 

Dr.  REISCHAUER.  If  we  imposed  an  adjustment  of  $60  billion 
right  off  the  mark  in  fiscal  year  1994,  the  answer  would  be  yes, 
that  is  a  lot  to  swallow  in  the  first  year.  We  would  probably  want 
to  do  what  we  did  in  1990 — have  the  amount  of  deficit  reduction 
increase  gradually  each  year.  Rather  than  having  $60  billion  the 
first  year,  $120  billion  the  second  year,  and  $180  billion  the  third, 
we  would  begin  at  a  more  modest  level.  This  as  I  said,  would  give 
the  economic  actors  a  period  of  time  in  which  they  could  adjust. 

Senator  Conrad.  Can  you  give  us  an  idea  of  how  much  deficit 
reduction  you  think  would  be  appropriate  in  the  first  year? 

Dr.  REISCHAUER.  That  is  really  a  value  judgment,  which,  if  we 
were  talking 

Senator  Conrad.  You  gave  me  a  value  judgment  on  $60  billion. 
That  was  thumbs  down. 

Dr.  REISCHAUER.  It  was  too  much.  I  will  tell  you  $20  billion  is 
too  little. 

Senator  Conrad.  All  right.  Well,  we  are  closing  in  on  it  now. 

Dr.  Reischauer.  We  are  closing  in. 

Senator  Conrad.  You  know,  the  question  we  are  going  to  have 
up  here  is  do  we  do  stimulus  the  first  year  and,  frankly,  the  con- 
cern I  have  is  that  we  do  stimulus  and  we  are  behind  the  8-ball, 
that  is,  the  recovery  is  occurring  and  we  should  have  started  deficit 
reduction.  What  is  your  judgment  on  that  tradeoff?  Should  we  be 
doing  stimulus  the  first  year  and  reduce  the  pain  into  4  years  out 
of  a  5-year  plan,  or 

Dr.  Reischauer.  I  think  the  strongest  case  that  can  be  made  for 
short-run  fiscal  stimulus  is  that  such  stimulus  might  be  the  sugar- 
coating  applied  to  a  bitter  pill,  namely,  long-run  deficit  reduction. 
It  might  be  the  price  one  has  to  pay  to  get  political  acceptance  of 
a  major,  long-run  deficit  reduction  package.  This  is  a  judgment 
based,  as  I  said,  on  a  forecast,  not  a  fact — on  the  expectation  that 
the  economy  will,  without  further  stimulus,  be  growing  at  about  3 
percent  a  year. 

If  somebody  told  me  that  was  wrong,  that  the  growth  rate  would 
most  likely  slip  to  2.5  or  2  percent,  so  there  would  be  no  appre- 
ciable improvement  in  the  unemployment  rate,  then  I  would  have 
a  different  opinion. 

Senator  Conrad.  Thank  you. 

Chairman  Sasser.  Thank  you,  Senator  Conrad. 

Senator  Lautenberg? 

Senator  Lautenberg.  Thank  you,  Mr.  Chairman,  Senator  Sas- 
ser. 

Senator  Conrad  started  to  discuss  in  his  closing  statement  a  sub- 
ject that  I  would  like  to  explore  in  some  detail.  Before  that,  I  just 
wanted  to  ask  a  question  about  CBO's  forecasts. 

In  mid-1991,  your  office  projected  that  the  recovery  would  be 
fully  under  way  by  the  start  of  1992.  Then  last  January,  CBO  told 
us  to  expect  "a  strong  rebound  to  begin  in  the  spring."  It  also  said 
that  a  looser  fiscal  policy  would  do  little  to  hasten  the  onset  of  re- 
covery. In  fact  that  seemed  to  be  a  widely  held  view  among  econo- 
mists last  year. 
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Last  year,  I  introduced  a  stimulus  package,  which  I  call  START- 
UP, that  proposed  $7.5  billion  worth  of  infrastructure  investment, 
and  we  were  unable  to  turn  it  into  law.  Some  argued  that  the 
money  would  not  be  put  to  good  use,  as  the  recovery  was  already 
well  under  way. 

Things  did  not  turn  out  quite  that  way. 

Now  I  am  hearing  similar  talk,  as  I  remain  deeply  concerned. 
With  unemployment  in  New  Jersey  at  8  percent,  we  have  got  to  get 
people  back  to  work.  And  I  think  a  program  of  investment  in  infra- 
structure properly  constructed,  could  not  only  benefit  our  economy 
in  the  short  term,  it  could  provide  significent  long-term  benefits. 

I  come  from  the  corporate  world  and  I  learned  that  if  sometimes 
sales  start  to  fall  off,  revenue  in  that  case,  that  maybe  I  ought  to 
increase  my  advertising  budget  or  sales  programs.  I  also  learned 
that  you  could  not  just  cut  in  one  area  and  hope  that  things  would 
turn  around. 

Similarly,  an  infrastructure  investment  program  may  yieH  more 
deficit  reduction  in  the  long-term  than  some  of  the  proposed  cuts 
that  have  been  talked  about.  After  all,  putting  people  back  to  work 
reduces  the  deficit  substantially.  CBO  has  said  that  a  1  percent  in- 
crease in  unemployment  costs  us  $50  billion.  Can  we  assume,  Dr. 
Reischauer,  that  the  reciprocal  of  that  is  also  true,  that,  therefore.a 
1  percent  reduction  in  unemployment  will  save  us  $50  billion? 

Dr.  Reischauer.  Roughly,  yes. 

Senator  Lautenberg.  Roughly.  It  is  said  that  a  $1  billion  invest- 
ment in  infrastructure  can  result  in  the  employment  of  somewhere 
between  40,000  and  50,000  people.  That  seems  to  be  an  arguable 
range,  but  somewhere  in  there.  Is  that  something  that  you  can 
abide  by? 

Dr.  Reischauer.  I  think  those  numbers  are  a  bit  high.  We  would 
have  lower  estimates,  but  I  will  be  glad  to  provide  them  for  the 
record. 

[The  following  was  subsequently  supplied  for  the  record  by  Dr. 
Reischauer.] 

An  additional  $1  billion  in  Federal  outlays  for  infrastructure  would  increase  em- 
ployment in  the  near  term  by  about  20,000  to  30,000  jobs  if  the  investment  were 
not  offset  by  other  Federal  or  State  fiscal  policy  actions  and  if  the  funds  could  be 
spent  rapidly.  This  estimate  includes  both  direct  and  indirect  effects  on  employment. 
The  range  results  from  uncertainties  about  the  type  of  infrastructure  investment 
and  the  job  mix,  what  the  administrative  overhead  would  be,  and  how  much  of  the 
increased  output  in  the  construction  sector  would  be  accomplished  by  increasing  pro- 
ductivity rather  than  employment.  Also,  note  that  the  long  run,  when  the  economy 
is  close  to  its  potential  level  of  output,  employment  would  be  virtually  the  same  as 
if  no  additional  Federal  aid  for  infrastructure  had  been  undertaken. 

Senator  Lautenberg.  If  we  were  able  to  provide  a  package,  not 
dissimilar  to  last  year's,  that  would  give  the  States  a  waiver  on 
their  matching  share,  because  a  lot  of  them  just  do  not  have  it,  is 
that  something  that  you  think  could  be  beneficial,  given  the  rel- 
atively timid  forecasts  about  growth,  and  our  the  high  unemploy- 
ment rate? 

Mr.  Reischauer.  Let  me  try  to  comment  on  several  of  the  things 
you  said.  First,  as  an  economist,  I  am  humbled  by  our  inability  to 
predict  the  economy  any  better  than  we  can.  We  are  a  little  better 
than  weathermen,  but  not  much. 
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As  you  pointed  out,  CBO  has  erred  on  the  side  of  optimism  for 
the  last  year  or  so,  along  with  the  majority  of  the  economics  profes- 
sion. Several  developments  that  might  explain  our  error  are  the 
unexpected  weakness  in  foreign  economies  and  the  fact  that  econo- 
mists don't  really  know  how  to  measure  the  impact  of  all  the  struc- 
tural imbalances  that  developed  over  the  last  15  years.There  is  a 
very  unusual  set  of  circumstances  right  now,  in  which  the  economy 
is  burdened  by  a  larger  number  of  structural  imbalances  than  ever 
before. 

As  for  the  idea  that  more  infrastructure  spending  might  rep- 
resent a  wise  policy  to  stimulate  the  economy,  the  one  thing  to 
keep  in  mind  is  that  infrastructure  spending  goes  out  at  a  very, 
very  slow  rate.  With  additional  highway  money,  only  16  cents  of 
every  dollar  is  spent  in  the  first  year.  With  some  types  of  infra- 
structure, as  little  as  4  cents  out  of  every  dollar  spent  in  the  first 
year. 

So  the  major  impact  of  additional  infrastructure  spending  is  not 
going  to  be  felt  any  time  soon.  A  piece  of  legislation  would  probably 
take  several  months  to  get  through — let's  say,  by  the  middle  of  the 
summer — and  the  major  impact  might  not  be  felt  until  2  years 
from  that  date.  So  what  you  have  to  ask  yourself  is:  Will  that  be 
the  appropriate  medicine  for  what  ails  the  economy  2  years  down 
the  road? 

Second,  although  State  and  local  governments  would  certainly 
like  to  have  their  matching  requirements  reduced,  when  one  re- 
duces the  matching  requirements,  there  will  be  some  slippage. 
Some  units  of  government  will  simply  substitute  Federal  money  for 
money  that  they  would  have  spent  otherwise,  which  will  detract 
from  the  overall  stimulus. 

Senator  Lautenberg.  Mr.  Chairman,  may  I  have  a  half  minute 
more  to  just  follow  on,  while  we  have  Dr.  Reischauer  in  front  of  us? 

If  we  could  be  assured  that  these  are  projects  sitting  on  the  shelf, 
a  la  highway  repair,  bridge  repair,  are  things  that  can  be  under- 
taken very  quickly,  that  a  condition  of  the  spending  might  be  that 
it  has  to  be  used  in  the  current  year,  in  the  next  12  months.  If  we 
could  define  it  more  narrowly,  would  you  see  an  effect  coming  by 
way  of  stimulation  that  might  be  beneficial  or  more  beneficial? 

Dr.  Reischauer.  It  would  be  difficult  for  State  governments  to 
meet  the  requirements.  One  thing  to  keep  in  mind  is  that,  while 
there  was  a  significant  infrastructure  deficit  back  in  the  early  and 
mid-1980's,  since  that  time  spending  on  these  areas  has  increased 
significantly.  In  the  last  4  years,  for  example,  highway  spending  in 
real  terms — this  is,  adjusting  for  inflation — has  risen  by  a  fifth, 
and  airport  improvement  spending  has  risen  by  62  percent  in  real 
terms. 

There  is  a  capacity  issue  here.  State  and  local  governments  are 
spending  this  infrastructure  money  at  a  faster  pace  than  they  have 
for  many  years.  Their  ability  to  crank  that  pace  up  another  notch 
might  be  in  question,  number  one. 

Number  two,  one  might  wonder  whether  the  projects  that  would 
be  funded  would  be  as  productive  as  the  ones  that  have  been  fund- 
ed in  the  past,  simply  because  we  have  made  a  big  dent  in  the 
backlog. 

Senator  Lautenberg.  Thank  you,  Mr.  Chairman. 
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Chairman  Sasser.  Thank  you,  Senator  Lautenberg. 

Senator  Simon? 

Senator  Simon.  Thank  you,  Mr.  Chairman. 

First,  if  someone  of  your  staff  can  make  a  note,  on  pages  128  and 
129,  where  you  have  the  net  interest  figures,  I  would  like  to  get 
those  gross  interest  figures. 

Second,  I  note  that  in  August,  your  projection  for  unemployment 
for  1994  was  6.1  percent.  Now  it  is  up  to  6.6  percent.  What  is  the 
reason  for  the  increase? 

Dr.  Reischauer.  Our  new  forecast  assumes  faster  growth  in  the 
labor  force  than  our  old  forecast  did.  There  was  a  substantial  de- 
cline in  the  labor  force  over  certain  months  during  1992  that  was 
unexpected.  We  expect  that  many  of  these  people  who  dropped  out 
of  the  labor  force  or  didn't  enter  the  labor  force,  possibly  because 
of  the  lack  of  jobs,  are  waiting  on  the  edge.  When  the  economy  be- 
gins to  recover  and  it  is  apparent  that  jobs  are  available,  particu- 
larly in  the  retailing  area,  they  will  once  again  enter  the  labor 
force,  and  that  will  affect  the  measured  unemployment  rate. 

[The  following  was  subsequently  supplied  for  the  record  by  Dr. 
Reischauer:] 
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Gross  and  Net  Interest 

n 

Fiscal  Years  1962-1998  (in 

billions  of  dollars) 

1 

Interest 

Received 

Fiscal 

Gross 

by 

Other 

Net 

Year 

Interest 

Trust  Funds 

Interest 

Interest 

1962 

9.1 

-1.4 

-0.8 

6.9 

1963 

9.9 

-1.5 

-0.7 

7.7 

1964 

10.7 

-1.6 

-0.9 

8.2 

1965 

11.3 

-1.7 

-1.0 

8.6 

1966 

12.0 

-1.9 

-0.7 

9.4 

1967 

13.4 

-2-3 

-0.8 

10.3 

1968 

14.6 

-2-7 

-0.8 

11.1 

1969 

16.6 

-3.1 

-0.8 

12.7 

1970 

19.3 

-4.0 

-1.0 

14.4 

1971 

21.0 

-4.7 

-1.4 

14.8 

1972 

21.8 

-5.1 

-1.3 

15.5 

1973 

24.2 

-5.5 

-1.4 

17.3 

1974 

29.3 

-6.6 

-1.3 

21.4 

1975 

32.7 

-7.7 

-1.8 

23.2 

1976 

37.1 

-7.8 

-2.5 

26.7 

TQ 

8.1 

-0.3 

-0.9 

6.9 

1977 

41.9 

-8.2 

-3.9 

29.9 

1978 

48.7 

-8.5 

-4.7 

35.5 

1979 

59.9 

-9.9 

-7.3 

42.6 

1980 

74.8 

-12.0 

-10.2 

52.5 

1981 

95.5 

-13.8 

-13.0 

68.8 

1982 

117.2 

-16.1 

-16.1 

85.0 

1983 

128.7 

-17.1 

-21.7 

89.8 

1984 

153.9 

-20.3 

-22.4 

111.1 

1985 

178.9 

-25.9 

-23.4 

129.5 

1986 

190.3 

-30.9 

-23.3 

136.0 

1987 

195.3 

-34.9 

-21.7 

138.7 

1988 

214.1 

-41.8 

-20.4 

151.8 

1989 

240.9 

-51.9 

-19.8 

169.3 

1990 

264.7 

-62.3 

-18.2 

184.2 

1991 

285.5 

-70.6 

-20.3 

194.5 

1992 

292.3 

-77.8 

-15.1 

199.4 

1993    /p 

295.3 

-83.5 

-13.7 

198.1 

1994    /p 

309.7 

-85.1 

-13.9 

210.6 

1995    /p 

332.8 

-88.6 

-13.3 

230.8 

1996   /p 

356.2 

-93.2 

-13.0 

250.1 

1997   /p 

380.2 

-98.2 

-12.1 

269.9 

1998    /p 

406.6 

-103.7 

-11.2 

291.8 

/p  =  projected 
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Senator  Simon.  If  I  can  shift  over — and  I  heard  Senator  Riegle 
commenting  before  on  the  need  for  job  stimulus,  and  I  heard  Bob 
Reich,  the  new  Secretary  of  Labor  testifying  the  other  day  that 
what  we  have  to  do  is  both  have  job  stimulus  and  reduce  the  defi- 
cit, which  is  not  an  easy  combination,  but  I  think  he  is 

Dr.  Reischauer.  It  is  something  of  an  impossibility.  We  are  not 
going  to  stimulate  the  economy  in  the  short  run  without  increasing 
the  deficit. 

Senator  SlMON.  Let  me  toss  out  some  examples  of  where  maybe 
we  could  do  that,  and  I  am  interested  in  whether  it  would  have  the 
same  kind  of  negative  effect  that  increasing  the  deficit  would. 

We  spend  about  $35  million  a  year  right  now  on  school  construc- 
tion on  Indian  reservations.  The  Indian  schools  are  in  terrible 
shape.  What  if  we  were  to  say  to  those  who  govern  the  reserva- 
tions, you  can  spend  $600  million  on  school  construction  and  we 
will  pay  you  $30  million  a  year  for  this.  What  you  do  is  you  get 
job  stimulation  and  you  do  not  increase  the  deficit. 

Dr.  Reischauer.  But  where  are  they  going  to  come  up  with  the 
other  $570  million? 

Senator  Simon.  Well,  they  issue  bonds.  In  other  words,  the  debt 
is  created  by  the  Indian  reservation,  with  the  assurance  that  they 
are  going  to  get  the  $30  million  a  year. 

Dr.  Reischauer.  But  it  is  a  Federal  obligation.  Because  we  are 
guaranteeing  that  we  will  pay  them,  it  is  no  different  from  the  Fed- 
eral Government's  borrowing  the  whole  $600  million  and  doling  it 
out  to  the  Indian  reservations. 

Senator  Simon.  In  terms  of  the  economy  as  a  whole — and  that 
was  I  guess  my  question — what  you  do  is  you  give  the  American 
Indians  some  good  schools,  and  there  is  some  long-term  benefit 
from  that. 

Dr.  Reischauer.  I  am  certainly  not  going  to  argue  against  the 
merits  of  this  particular  proposal.  But  one  has  to  remember  that 
if  the  money  that  is  borrowed  by  the  Indians  or  by  the  Federal 
Government  had  not  been  borrowed  by  those  two  agents,  it 
wouldn't  have  been  left  under  a  mattress.  Somebody  on  Wall  Street 
would  have  lent  it  to  some  private-sector  entrepreneur  who  also 
was  developing  jobs. 

Senator  Simon.  Right,  and  I  think  your  answer  would  be  the 
same  to  the  next  one.  If  we  were  to  require  utility  companies  to 
provide  assistance  to  people  for  weatherizing  their  homes  and  so 
forth,  take  it  out,  and  the  savings  would  presumably  reduce  their 
bills,  the  net  effect  would  be  the  same.  I  am  not  going  to  let  you 
answer  that  question,  because  the  yellow  light  is  on  there. 

Ross  Perot  who,  to  his  credit — I  didn't  support  Ross  Perot,  obvi- 
ously— but  to  his  credit  talked  candidly  about  the  deficit.  One  of 
the  things  he  said  is  we  have  a  danger  in  the  percentage  of  our 
bonds  that  are  in  short-term  bonds.  Do  you  agree  with  that  assess- 
ment? 

Dr.  Reischauer.  No,  I  don't.  Most  of  the  discussion  by  econo- 
mists and  policy  experts  is,  in  fact,  in  just  the  opposite  direction — 
whether  we  should  have  lengthened  maturity  of  the  Federal  debt 
over  the  course  of  the  last  12  years,  and  whether  at  this  point  it 
might  not  be  wise  to  reduce  the  issuance  of  long-term  bonds  and 
put  more  of  an  emphasis  on  short-term  borrowing. 
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I  think  what  Mr.  Perot  was  doing  when  he  looked  under  the  hood 
in  this  area  was  applying  a  businessman's  perspective  to  something 
that  is  a  public  sector  problem.  Different  rules,  different  truths, 
apply  to  it. 

Senator  SlMON.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you,  Senator  Simon. 

Let  me  just  ask  you  this,  Dr.  Reischauer,  on  point  of  the  question 
Senator  Simon  was  asking  you:  Do  you  have  a  number  in  your 
head  as  to  how  much  money  we  could  save  over  the  next  year  or 
two,  if  we  began  buying  up  long  bonds  and  refinancing  them  with 
short  bonds?  We  would  save  money,  as  I  would  deduce  it,  by  buying 
up  the.  long  bonds,  which  have  higher  rates  of  interest,  and  financ- 
ing that  indebtedness  with  short  bonds  which  now  have  a  lower 
rate  of  interest. 

Dr.  Reischauer.  There  are  many  ways  to  do  this,  and  some 

Chairman  Sasser.  I  want  to  say  that  in  the  presence  of  the 
Chairman  of  the  Senate  Banking  Committee  here,  Senator  Riegle. 

Dr.  Reischauer.  Most  of  the  proposals  would  reduce  the  issu- 
ance of  long-term  bonds,  so  the  flow  of  new  long-term  bonds  to  the 
market  would  be  reduced;  borrowing  instead  would  be  done  either 
through  notes  or  through  bills.  CBO  estimates  that  such  proposals 
would  save  $400  or  $500  million  in  the  first  year  and  that  these 
savings,  if  the  policy  continued,  would  amount  to  $4,  $5  or  $6  bil- 
lion 5  years  from  now.  Those  are  substantial  amounts  of  money. 

But  remember,  you  are  also  increasing  the  Government's  risk, 
and  the  potential  volatility  of  interest  expenses  in  the  budget,  be- 
cause you  would  be  refinancing  more  and  more  of  your  total  debt 
at  market  interest  rates,  whatever  they  are.  And  while  we  un- 
doubtedly would  have  saved  tremendous  amounts  of  money  had  we 
not  borrowed  as  long  as  we  did  during  the  1980's,  it  is  not  always 
wise  to  drive  your  car  by  looking  in  the  rearview  mirror.  The  road 
might  be  the  same  as  it  was  in  the  past,  or  it  might  be  quite  dif- 
ferent. 

Chairman  Sasser.  That  same  thinking  could  apply  to  deficit  re- 
duction, too,  Dr.  Reischauer,  some  of  us  think. 

Senator  Riegle? 

Senator  Riegle.  Thank  you,  Mr.  Chairman. 

I  want  to  come  back  to  this  chart,  Dr.  Reischauer,  because  I 
think  we  are  sort  of  looking  into  a  rearview  mirror,  and  with  all 
due  respect,  because  I  respect  you  very  much,  I  think  we  have 
trapped  ourselves  in  an  old  debate  that  is  not  leading  us  to  an  an- 
swer. And  nothing  illustrates  it  more  I  think  than  this  chart  that 
shows  our  actual  deficits  year  by  year  since  1981. 

The  true  deficit,  including  the  rate  on  the  trust  funds,  the  social 
security  trust  funds  and  the  other  trust  funds,  are  added  to  the  red 
column  here,  which  is  what  we  say  the  deficit  is  each  year,  al- 
though the  deficit,  in  fact,  is  up  at  the  very  top  of  these  lines,  and 
we  are  talking  about  huge  volumes.  We  are  talking  about  deficits 
in  the  $350  to  $450  billion  a  year  range,  when  we  are  honest  about 
the  use  of  the  trust  funds  in  addition  to  just  the  normal  operations 
of  government. 

I  want  to  reference  it,  because,  again,  if  you  look  at  what  the 
goals  were  under  Gramm-Rudman-Hollings,  the  first  one  to  bring 
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it  down  to  a  balanced  budget  by  1991,  which  was  a  spectacular  fig- 
ure, because  this  is  what  we  got,  and  then  Gramm-Rudman-Hol- 
lings  II,  which  was  an  equally  spectacular  failure,  because  of  what 
we  in  fact  got,  and  this — and  I  do  this  not  just  to  say  that  this  was 
sort  of  quack  medicine,  which  it  was,  but  I  think  if  we  continue  to 
believe  in  the  myth  of  this  kind  of  an  approach,  we  can  put  as 
many  lines  on  this  chart  as  we  want.  We  can  have  Gramm-Rud- 
man-Hollings  25,  and  we  are  going  to  have  deficits  go  right  through 
the  roof  of  this  room,  because  that  is  what  our  experience  has  been. 

I  don't  think  this  is  the  way  to  solve  the  problem,  and  I  think 
the  only  way  we  are  going  to  solve  this  problem  is  to  think  about 
it  a  different  way,  and  this  is  a  challenge  to  established  economists 
like  yourself,  for  those  of  us  who  have  been  around  here  for  some 
time  and  have  economist  training,  and  I  think  we  have  to  think 
outside  the  envelope  of  the  old  debate.  I  think  we  have  to,  instead, 
think  about  what  it  takes  to  make  this  a  far  more  productive  soci- 
ety, because  we  have  enormous  under-utilization  of  the  assets  of 
this  country. 

Let's  just  take  unemployment  for  a  moment.  If  you  look  at  all  of 
the  unemployed  people  in  the  country,  you  take  those  who  are  ac- 
tually listed  as  drawing  unemployment  benefits,  you  take  discour- 
aged workers  that  have  given  up  finding  a  job,  and  if  you  take 
part-time  workers  who  want  to  work  full-time  but  can't  find  full- 
time  work,  those  three  categories,  according  to  the  Bureau  of  Labor 
Statistics,  add  up  to  about  17  million  people.  So  there  are  nearly 
17  million  people  in  the  country  right  now  who  need  to  find  work, 
need  to  be  working  to  support  themselves  and  to  help  the  country, 
and  we  can't  accommodate  them,  because  our  economy  is  operating 
in  such  a  weak  fashion  with  so  much  slack. 

Now,  it  is  not  just  the  labor  market.  We  are  closing  factories  all 
across  the  country.  It  is  not  an  isolated  story.  It  is  not  just  General 
Motors  that  is  closing  factories.  Sears  Roebuck  is  announcing  that 
it  is  getting  rid  of  50,000  employees,  or  IBM  or  any  number  of 
other  companies.  Even  the  small  companies  today  are  not  growing 
and  the  medium  size  companies  are  not  growing  the  way  we  need 
to  have  them  grow. 

If  you  look  at  even  your  own  forecast  here,  I  am  very  troubled 
about  it.  I  thank  the  Chairman  for  putting  in  this  chart  that  he 
was  referring  to  earlier.  As  we  list  job  growth  by  month  each  of  the 
12  months  of  1991  and  1992,  it  is  a  very  uneven  performance  and 
we  are  still  I  think  clearly  in  a  jobs  recession.  You  can  argue  we 
are  in  an  economic  recovery  in  a  GNP  sense.  That  is  fine  to  the 
holders  of  capital,  but  to  somebody  who  has  got  to  work  for  a  living 
and  feed  his  or  her  family,  it  doesn't  mean  much  if  they  can't  find 
work. 

Now,  you  are  forecasting,  as  I  understand  it,  the  month  of  Janu- 
ary, which  we  are  now  nearly  through,  that  we  are  going  to  have 
job  growth  of  about  200,000  workers  for  the  month  that  we  are  now 
ending.  Is  this  accurate  in  terms  of  what  you 

Dr.  Reischauer.  That  is  a  simplification.  We  don't  do  monthly 
employment  projections. 

Senator  RlEGLE.  I  understand. 
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Dr.  Reischauer.  We  don't  even  stick  to  quarterly  ones.  What  we 
are  looking  at  is  the  job  growth  over  a  year,  and  I  think  what  has 
been  done  here  on  this  chart  is  that  number  has  been  averaged. 

Senator  RlEGLE.  It  has  been  averaged,  all  right.  So  the  curve 
may  look  different.  In  other  words,  they  have  taken  your  job 
growth  figure  and  they  have  assumed  that  you  did  it  each  month 
the  same  average  amount,  and  that  is  for  the  period  that  you  see 
here. 

Now,  the  problem  is  we  are  not  going  to  come  anywhere  near 
close  to  that,  and  I  want  to  just  say  to  you  very  frankly,  I  don't 
see  anything  out  in  the  economy  right  now  that  justifies  this  fore- 
cast. I  don't  see  anything  out  there  that  justifies  it.  I  look  at  Michi- 
gan, I  look  across  the  country,  I  look  in  California,  I  talk  to  busi- 
ness leaders,  talk  to  people  in  the  farm  sector.  We  are  not  within 
rifle  shot  of  hitting  that. 

Now,  in  a  sense,  that  helps  make  some  of  the  rest  of  your  argu- 
ment, because  if  we  are  going  to  have  sub-par  growth,  the  deficits 
are  going  to  get  even  bigger,  because  we  are  not  going  to  have  tax 
revenues  coming  in  to  the  government  and  we  are  going  to  have 
more  payments  for  unemployment  compensation  and  so  forth. 

The  appeal  that  I  want  to  make  to  you,  because  I  think  you  have 
got  to  escape  sort  of  the  straightjacket  of  the  old  thinking  and  you 
have  got  to  think  in  terms  of  what  it  is  going  to  take  to  drive  this 
economy  up  to  a  higher  growth  level  and  higher  utilization  level  in 
terms  of  plant  and  equipment  and  workers,  both  starting  now  with 
your  forecast  coming  into  1993,  but  going  on  out  in  time. 

Now,  President  Clinton  has  said  that  his  goal  is  to  produce  in  the 
private  sector  of  the  economy — to  foster — the  creation  of  8  million 
new  jobs  over  the  next  4  years.  Now,  if  that  is  going  to  be  done 
on  a  linear  basis  in  equal  increments  going  out  in  time,  that  is  2 
million  jobs  a  year  or  about  165,000  jobs  a  month  net  job  increase, 
and  presumably  not  just  low-end  jobs,  not  just  jobs  that  pay  the 
minimum  wage,  but  jobs  that  pay  a  wage  that  really  supports  a 
family. 

So  that  is  an  enormous  job  growth  curve  to  have  to  climb.  It  is 
markedly  different  from  what  the  experience  has  been  in  the  last 
3  years  in  the  country.  I  mean  we  are  going  to  have  to  ratchet  up 
the  job  growth  rate  very  dramatically. 

Now,  when  you  start  to  think  of  the  things  that  it  would  take 
to  foster  that  kind  of  private  sector  job  growth,  in  a  sense,  whether 
we  can  bring  down  government  spending,  that  is  one  element.  The 
best  way  to  bring  down  government  deficits  is  to  get  a  higher 
growth  rate.  We  know  we  can  bring  deficits  down  about  $50  billion 
a  year,  if  we  can  get  more  people  employed. 

But  it  seems  to  me  that  we  ought  to  be  talking  about  directing 
every  element  of  tax  strategy  to  private  sector  job  growth,  that  we 
ought  to  be  looking  at  that  with  respect  to  financial  industry  policy. 
We  ought  to  be  looking  at  that  with  respect  to  trade  policy.  We  are 
getting  our  clocks  cleaned  in  the  trade  account. 

Japan  last  year  took  $45  billion  out  of  the  United  States,  and  a 
lot  of  it  was  trade  cheating.  It  makes  me  very  upset,  because  peo- 
ple who  are  insulated  from  that  damage  in  our  economy,  and  I  in- 
clude economists  as  a  group,  don't  tend  to  think  too  much  about  it, 
except  if  they  were  the  industry  being  torpedoed  by  all  that  trade 
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abuse,  they  would  be  the  first  ones  in  to  ask  for  relief.  I  have  seen 
it  before.  I  have  seen  it  in  other  industries.  That  is  what  happens 
when  somebody  finally  takes  it  on  the  chin,  so  we  have  got  prob- 
lems in  that  area. 

What  I  am  not  hearing  is  any  breadth  of  discussion  about  the 
elements  that  can  foster  accelerated  job  growth  in  the  United 
States.  What  I  am  hearing  is  sort  of  a  johnny-one-note  response, 
deficit  reduction,  deficit  reduction,  deficit  reduction,  and  then  get- 
ting into  the  components  of  shaving  down  this  or  that  or  raising 
this  or  that  tax. 

I  am  not  saying  that  is  not  important.  It  is  important,  but  that 
isn't  going  to  solve  this  problem.  It  is  created  in  large  part  by  the 
lack  of  economic  growth  and  job  growth  in  this  country,  because  we 
have  not  paid  attention  to  all  of  the  things  that  bear  in  on  this. 
We  have  not  paid  attention  for  at  least  a  decade.  We  had  8  years 
at  the  movies  with  Ronald  Reagan,  and  we  didn't  pay  attention  to 
these  things.  It  was  morning  in  America  and  we  didn't  think  seri- 
ously at  the  top  level  of  our  government  about  what  it  takes  to 
make  sure  that  good  jobs  are  coming  on  line. 

So  we  have  got  to  have  a  strategy,  this  committee  has  to  help 
fashion  one  and  the  new  Administration  does,  but  I  think  we  need 
CBO  to  start  to  focus  some  new  intellectual  energy  on  the  question 
of  how  do  we  foster  accelerated  job  growth.  I  don't  think  it  means 
anything  to  produce  a  chart  like  this,  granted  that  this  is  an  aver- 
age figure,  unless  you  have  got  the  policy  elements  that  can  plau- 
sibly support  the  notion  that  suddenly  we  are  going  to  leave  this 
kind  of  very  hap-hazard  sawtooth  sub-par  performance,  and  magi- 
cally we  are  going  to  vault  up  to  this  level.  That  is  not  going  to 
happen,  and  the  public  is  going  to  laugh  you  right  out  of  the  game 
and  laugh  us  right  out  of  the  game,  if  that  is  the  best  we  can  do. 

I  am  talking  to  families  now  whose  children  have  gone  to  college 
with  great  family  sacrifice,  coming  out  of  the  University  of  Michi- 
gan, where  you  and  I  spent  some  time,  with  top  grades,  star  stu- 
dents coming  out  equipped  in  a  variety  of  different  fields.  Do  you 
know  what?  They  can't  find  jobs  in  the  fields  for  which  they  were 
trained.  We  have  Ph.D.'s  coming  out  of  defense  labs  in  California 
who  can't  find  jobs  in  the  field  in  which  they  are  trained. 

I  got  a  letter  from  a  man  in  Texas  the  other  day.  He  has  been 
through  three  job  training  programs,  has  an  advanced  degree  in 
college,  and  he  can't  find  a  job.  We  don't  have  enough  jobs,  because 
we  are  not  concentrating  on  it.  If  all  we  spend  our  time  doing  is 
talking  about  deficit  reduction,  we  are  going  to  continue  with  that 
until  such  time  that  we  play  this  same  game  all  over  again.  We 
sort  of  go  for  the  quack  medicine,  when  what  we  need  is  a  strategy 
for  accelerated  job  growth  in  the  private  sector  of  our  economy.  I 
am  not  talking  about  raking  leaves  and  public  works  projects,  al- 
though I  think  there  is  even  room  for  some  of  that  here  and  some 
areas  where  we  need  some  long-term  investment. 

But  I  would  like  you  to  tell  me,  beyond  deficit  reduction,  which 
I  think  we  can  get  faster  with  the  growth  strategy  than  anything 
else,  what  else  can  we  do  here  to  bring  more  private  sector  jobs  on 
line  in  the  United  States  faster?  How  do  we  get  2  million  jobs  com- 
ing on  line  in  America  in  what  is  left  of  1993? 
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Dr.  Reischauer.  Let  me  go  back  and  say  a  few  words  about  the 
chart  you  held  up.  First  of  all,  the  job  growth  that  we  are  expecting 
is  not  significantly  different  from  what  is  being  expected  by  the  Ad- 
ministration or  by  the  consensus  of  private  forecasters.  Now,  we 
might  all  be  wrong  and  we  might  have  a  continuation  of  that  saw- 
tooth pattern,  with  inadequate  growth. 

We  have  looked  at  the  period  from  the  end  of  the  recession  to  the 
present  and  we  have  judged  that  it  was  a  period  in  which  the  econ- 
omy was  adjusting  gradually  and  painfully  to  the  structural  imbal- 
ances that  developed  over  the  course  of  a  decade  and  a  half.  We 
believe  that  process  is  coming  to  an  end,  which  is  why  one  might 
expect  the  next  couple  of  years  to  be  different  from  the  last  year 
and  a  half. 

For  one  thing,  interest  rates  are  relatively  low,  which  should 
help  spur  the  economy.  The  existing-home-sales  figures  that  were 
released  this  morning  were  extremely  high,  indicating  that  there 
has  been  some  response  in  the  economy  to  the  lowering  of  interest 
rates.  This  will  stimulate  the  building  industry.  It  will  also  stimu- 
late the  inputs  that  go  into  furniture  and  other  sectors  of  the  econ- 
omy that  are  spurred  when  people  move  from  one  house  to  another. 
I  don't  think  that  is  an  unreasonable  expectation. 

You  said  that  you  want  to  know  what  we  can  do  from  a  policy 
standpoint  to  increase  job  creation  in  the  private  sector. 

Senator  RlEGLE.  In  America,  not  in  Taiwan,  not  in  Mexico,  not 
some  other  place,  but  right  here  in  the  good  old  USA. 

Dr.  Reischauer.  I  came  back  to  you  with  deficit  reduction,  which 
would  free  up  resources  that  the  private  sector  would  use  to  invest. 
If  we  reduced  the  deficit,  it  would  reduce  interest  rates,  it  would 
reduce  the  value  of  the  dollar,  and  we  would  have  more 

Senator  RlEGLE.  Well,  let  me  just 

Dr.  Reischauer  [continuing].  I  know  this  isn't  the  answer  you 
want,  but 

Senator  Riegle  [continuing].  But  let  me  just  test  your  thinking 
with  what  happened  in  the  1980's.  I  want  to  show  you  one  other 
chart  I  have  shown  you  before.  If  you  look  at  the  big  tax  cuts 
which,  in  effect,  were  a  way  of  trying  to  take  and  leave  capital  in 
private  hands,  hopefully  to  make  a  better  and  stronger  country, 
this  is  where  the  money  went  in  terms  of  the  tax  cuts  working 
their  way  through  the  economy  in  real  family  incomes,  and  this 
looks  at  each  fifth  of  the  American  population. 
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It  turns  out  that  the  lower  60  percent  of  American  people  actu- 
ally had  net  percentage  reductions  in  their  family  income.  The  only 
people  that  really  made  out  were  in  the  high  20  percent.  In  fact, 
the  top  1  percent  got  nearly  65  percent  increase  in  the  amount  of 
family  income  they  had. 

Now,  the  reason  I  show  you  this  is  that  if  you  do  a  sort  of  one- 
dimensional  analysis,  you  can  reduce  the  deficit  and,  in  fact,  if  the 
money  is  going  to  flow  through  the  economy  this  way,  you  are 
going  to  have  a  lot  of  very  wealthy  people  buying  nice  yachts,  nice 
apartments  on  Fifth  Avenue.  They  may  not  create  a  single  job,  any 
meaningful  job  in  this  country.  They  may  not  start  a  business. 
They  may  not  develop  a  product.  They  may  not  develop  a  new  tech- 
nology or,  if  they  do,  they  may  do  it  overseas. 

But  don't  we  have  to  find  a  way,  when  we  see  these  kinds  of  pat- 
terns, to  have  strategies  that  channel  the  National  wealth  in  this 
country  back  through  the  economic  system,  so  that  it  actually  gets 
into  job  creation  that  lifts  the  economic  fortunes  by  work  and  con- 
tribution of  the  people  that  are  operating  down  at  this  end  of  the 
scale? 

What  I  am  concerned  about  is  this  discussion  always  goes  on 
with  people  that  are  out  here,  and  so  it  looks  pretty  good,  if  this 
is  your  vantage  point. 

Dr.  Reischauer.  There  are  ways  to  reduce  the  deficit  on  the 
backs  of  the  rich,  so  to  speak.  Senator  Grassley  has 

Senator  RlEGLE.  I  don't  know  that  I  heard  too  much  of  that  yet 
today. 

Dr.  Reischauer  [continuing].  Well,  Senator  Grassley 


57 

Senator  Riegle.  I  mean  from  you. 

Dr.  Reischauer  [continuing].  I  haven't  given  you  any  specifics  on 
ways  to  reduce  the  deficit  at  all.  But  Senator  Grassley  suggested 
one  form  of  entitlement  cut  that  would  reduce  the  incomes  of  rich 
farmers.  President  Clinton  has  talked  about  increasing  the  taxes 
on  wealthy  Americans.  If  we  brought  the  effective  tax  burden  for 
that  top  1  percent  that  you  were  referring  to  back  to  the  level  that 
existed  in  1979 — and  who  knows  if  that  was  the  right  level  or  not — 
we  would  raise  roughly  $30  billion. 

Senator  RlEGLE.  Over  what  time  period? 

Dr.  Reischauer.  A  year. 

Senator  Riegle.  All  right.  That  has  been  in  place  now  for  10 
years,  so  over  10  years  we  would  raise  how  much,  $300  billion? 

Dr.  Reischauer.  The  effective  tax  rates  on  that  group  have  gone 
up  and  down  during  this  period,  so  I  don't  have  a  figure  for  it. 

Chairman  SASSER.  Over  5  years,  I  think  you  would  raise  $181 
billion. 

Senator  Riegle.  So  you  would  get  back  some  of  that  money  that 
was  given  way  in  the  1980's. 

Dr.  Reischauer.  What  I  am  saying  is  that  deficit  reduction 
would  be  coming  from  reduced  consumption,  and  from  reduced  sav- 
ing for  a  certain  portion  of  upper-income  folks.  It  would  then  go 
into  increased  resources  in  our  financial  markets,  which  would  be 
borrowed  by  the  private  sector.  The  private  sector  would  then  cre- 
ate jobs,  products 

Senator  Riegle.  But  necessarily  in  America?  I  mean  might  they 
not  create  jobs  some  other  place?  Can't  that  capital  just  as  readily 
go  to  Mexico? 

Dr.  Reischauer.  Certainly  it  can.  But  American  entrepreneurs 
can  also  borrow  in  the  Eurodollar  market  or  somewhere  else  for  in- 
vestments that  are  made  in  the  United  States,  so  it  works  both 
ways. 

Senator  Riegle.  But  are  we  seeing  a  sufficient  level  of  job  invest- 
ment in  the  United  States? 

Dr.  Reischauer.  What  you  want  is  for  people  to  regard  the 
American  economy  as  a  good  place  in  which  to  invest  because  they 
look  at  the  future  and  they  see  that  we  are  likely  to  have  good 
growth,  low  inflation,  a  highly  liquid  financial  market,  and  maybe 
we  will  be  an  attractive 

Senator  Riegle.  Is  that  why  I  am  seeing  all  these  factories  go 
up  in  the  United  States?  I  am  not  seeing  too  many  factories  go  up 
right  now.  I  am  seeing  a  lot  of  factories  close.  I  am  seeing  more 
factories  close  than  open,  and  we  have  got  low  inflation  and  the 
other  things  you  talked  about.  Something  is  missing. 

Chairman  Sasser.  Senator  Riegle,  I  am  going  to  have  to  reluc- 
tantly cut  you  off. 

Senator  Riegle.  You  have  been  very  generous,  and  I  thank  you 
for  your  time,  Mr.  Chairman. 

Chairman  Sasser.  Dr.  Reischauer,  throughout  your  very  com- 
prehensive report  which  you  presented  here  today — and  I  would 
urge  as  many  as  can  to  read  that  report — you  describe  as  the  most 
reliable  way  to  produce  economic  growth  is  deficit  reduction. 

Now,  in  that  report  you  indicate  that  short-term  stimulus  and 
long-term  increases  in  public  investment  are  unlikely  to  reduce  the 
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productive  capacity  of  the  economy.  I  just  want  to  stop  there  for  a 
moment  and  reflect  back  to  1990. 

Now,  we  got  into  a  deficit  cutting  mode  in  1990.  We  were  going 
to  reduce  this  deficit  by  almost  $500  billion  over  5  years.  You  have 
told  us  this  morning  that  that  deficit  reduction  program  was  effec- 
tive, in  your  judgment,  and  I  agree  with  you,  it  was  effective  in  re- 
ducing the  deficit  with  regard  to  actual  policy  changes,  just  $2  to 
$3  billion  in  increased  spending  was  occasioned  by  the  Congress  or 
the  Administration,  as  I  recall,  over  that  period  of  time. 

Now,  my  question  is  this:  In  1990,  we  were  going  to  reduce  this 
deficit  by  some  $480  billion  over  5  years,  to  the  point  that  would 
be  at  $29  billion  in  1995.  Now  we  are  expecting  the  1995  budget 
deficit  to  be  very  much  higher  than  that.  I  forget  precisely  what  the 
exact  number  is  for  1995 — it  was  $284  million. 

Now,  in  this  booklet  you  talk  about  lessons  we  have  learned. 
Now,  the  question  that  springs  to  my  mind  is  what  lessons  have 
we  learned  since  1990  about  the  relationship  between  deficit  reduc- 
tion and  economic  growth?  What  are  the  risks  that  efforts  to  reduce 
the  deficit  actually  do  reduce  economic  activity,  that  they  increase 
unemployment  and  they  further  exacerbate  our  deficit  situation? 

I  am  asking  in  a  different  way,  perhaps,  maybe  the  same  ques- 
tion Senator  Riegle  asked  you  a  moment  ago. 

At  what  point  can  we  expect  to  reap  some  benefit  by  way  of  a 
higher  standard  of  living  from  these  deficit  reductions? 

Dr.  Reischauer.  That  is  a  difficult  question  because  we  have  to 
compare  what  is  to  what  would  have  been,  and  we  basically  do  not 
know  what  would  have  been.  Had  we  not  undertaken  the  1990  defi- 
cit reduction  package,  we  would  have  been  on  an  economic  collision 
course.  The  economy  was  already  in  a  recession  when  that  package 
was  adopted. 

I,  for  one,  think  that  the  Federal  Reserve  would  have  been  less 
generous  with  monetary  policy  had  we  had  a  breakdown  of  that 
budget  summit,  had  we  had  uncontrolled  growth  in  the  deficit. 

Chairman  Sasser.  Yet,  Dr.  Reischauer,  not  to  be 

Dr.  Reischauer.  It  might  not  have  been  as  easy  a  monetary  pol- 
icy as,  in  retrospect,  it  should  have  been  or  could  have  been. 

Chairman  Sasser.  Not  to  be  argumentative  with  you,  Dr. 
Reischauer,  because  I  respect  you  enormously,  but  in  your  report, 
as  I  read  it,  you  indicate  that  the  Federal  Reserve,  with  interest 
rates,  followed  the  markets,  the  market  rates  down,  rather  than 
leading  them. 

Dr.  Reischauer.  That  is  CBO's  judgment,  but  at  the  same  time 
I  am  saying  that  if  we  didn't  have  that  1990  summit  agreement 
and  instead  we  had  fiscal  chaos,  which  is  where  we  were  at  that 
point,  the  Federal  Reserve  might  have  remained  even  tighter  than 
it  was.  In  retrospect,  it  appears  that  the  Federal  Reserve  believed 
the  forecasts  coming  out  of  the  consensus  of  economists,  coming  out 
of  CBO,  coming  out  of  its  own  economic  staff  that  there  would  be 
a  very  mild  and  short  recession.  This  turned  out  not  to  be  the  case. 
There  was  an  average-depth  recession  and  one  that  was  very  pro- 
longed. 

Chairman  Sasser.  Yes;  well,  I  suppose  my  question  to  you  really 
is  when  do  we  start  reaping  the  benefits  of  deficit  reduction.  I 
mean  let's  give  us  some  idea  about  when  we  reap  some  benefits. 
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Now,  you  said  in  your  direct  testimony  that  fiscal  restraint  is  de- 
signed to  improve  the  future.  Well,  when  do  we  get  to  the  improve- 
ment? 

Dr.  REISCHAUER.  I  would  argue — and  no  one  can  prove  me  right 
or  wrong — that  the  situation  now  is  better  than  it  would  have  been 
had  we  not  taken  the  steps  we  did  in  1990.  If  we  bite  off  another 
chunk  of  this  problem,  as  we  have  estimated  in  our  report,  it  might 
take  4  or  5  years  to  bring  GDP  back  up  to  the  level  that  would 
have  existed  in  the  absence  of  the  deficit  reduction  effort.  Con- 
sumption might  take  a  long  time,  a  fairly  long  time,  to  recover. 

Chairman  SASSER.  How  long? 

Dr.  REISCHAUER.  Seven  years  or  10  years  to  get  back  up  to  the 
level  that  it  would  have  enjoyed  had  we  continued  the  policy  of  fis- 
cal irresponsibility.  Deficit  reduction  involves  reducing  consump- 
tion and  increasing  investment,  and  only  as  the  economy  as  a 
whole  grows  larger  than  it  would  have  otherwise  can  consumption 
get  back  up  to  where  it  would  have  been  and  then  surpass  it.  I  sug- 
gested that  in  the  next  century  we  would  have  consumption  levels 
that  are  5  percent  higher  per  capita  than  would  otherwise  exist. 

You  might  say  that  doesn't  sound  like  very  much,  but  you  have 
to  remember  that  our  per  capita  level  of  growth  has  been  rising  at 
about  1  percent  a  year,  so  this  would  be  like  picking  up  5  years 
worth  of  growth. 

Chairman  Sasser.  Dr.  Reischauer,  I  think  CBO  mentions  in  the 
report  that  their  10-year  models  are  not  sufficient  to  analyze  the 
standard  of  living  impact.  Is  that  correct? 

Dr.  Reischauer.  Correct. 

Chairman  Sasser.  Adding  that  50-or-more-year  models  are  more 
appropriate.  We  are  not  talking  about  half  a  century  here,  are  we, 
of  realizing  the  benefits  of  deficit  reduction? 

Dr.  Reischauer.  To  realize  the  full  benefits,  we  are  probably 
talking  about  30  years. 

Chairman  Sasser.  Thirty  years.  You  know,  that  is  a  pretty  long 
time  for  people  in  a  democracy  to  wait  for  an  improvement  in  the 
standard  of  living.  Let  me  make  a  point  that 

Dr.  Reischauer.  That  is  the  fundamental  problem  that  we  face. 
It  is  always  easier  to  pull  out  the  public  VISA  card  and  charge  an- 
other meal  or  another  consumption  item  on  it  and  say:  Send  me 
the  bill  later,  much  later,  or  in  fact,  let  me  give  you  my  kid's  ad- 
dress, he  will  be  willing  to  pay  it. 

Chairman  Sasser.  Let  me  just  say  this:  I  am  on  the  team.  I  am 
for  deficit  reduction.  I  am  prepared  to  do  what  is  necessary  to  bring 
it  down.  But  I  think  we  ought  to  be  fair  with  the  American  people 
here. 

Now,  when  Mr.  Perot  raised  the  hood  and  looked  under  there  to 
see  what  the  problem  was,  he  dwelt  at  great  length  on  the  deficit, 
and  I  don't  fault  him  for  that.  But  there  is  a  thought  abroad  in  this 
country  that  deficit  reduction  is  going  to  create  jobs.  Now,  what 
you  have  told  us  here  this  morning,  Dr.  Reischauer,  at  least  in  the 
short  term,  and  indeed  in  maybe  a  fairly  lengthy  short  term,  deficit 
reduction  is  not  going  to  create  jobs,  is  it? 

Mr.  Reischauer.  No,  but 

Chairman  Sasser.  I  am  not  trying  to  trap  you.  I  just  want  to  get 
the  information  out  here. 
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Dr.  Reischauer  [continuing].  No,  I  am  trying  to  figure  out  how 
to  make  some  of  these  points  as  understandable  as  possible.  Back 
in  1989,  the  economy  was  running  with  a  5.3  percent  unemploy- 
ment rate.  The  fraction  of  the  adult  population  that  was  employed 
was  higher  than  it  had  ever  been  in  American  history.  One  could 
argue  that  this  was  job  heaven.  We  were  right  up  at  the  limits, 
economists  would  tell  you. 

There  was  some  dissatisfaction,  however,  because  perhaps  the 
jobs  weren't  as  good  as  we  wanted  them  to  be.  Well,  the  way  to 
make  jobs  better  is  to  invest  more  in  human  capital,  in  education, 
in  training,  and  to  increase  the  capital  stock  of  the  country,  so  each 
worker  is  more  productive. 

But  it  is  not  as  though  we  haven't  had  adequate  employment  in 
our  very  recent  past.  And  we  will  be  moving  back  to  the  situation 
that  we  had  in  1989  and  the  first  half  of  1990  over  the  course  of 
the  next  4  or  5  years,  according  to  our  forecasts.  We  have  a  forecast 
that  doesn't  get  you  all  of  the  way  there,  but  it  gets  you  most  of 
the  way  there. 

So  what  we  should  worry  about  is  not  the  number  of  jobs,  which 
is  certainly  the  short-run  problem — and  I  agree  with  Senator  Rie- 
gle  entirely — but  rather  the  quality  of  long-term  jobs.  That  can  only 
be  improved  with  additional  productive  capacity  and  additional  in- 
vestment, both  in  plant  and  equipment  and  in  human  beings. 

I  would  like  to  add  one  other  thing,  which  is  that  standards  of 
living  are  not  measured  solely  by  economic  measures.  There  is  a 
non-economic  dimension  to  standards  of  living.  For  example,  we 
should  be  concerned  when  we  talk  about  standards  of  living  with 
how  safe  our  environment  is,  what  kind  of  crime  exists,  what  kind 
of  pollution,  what  kind  of  worker  safety,  the  amenities  that  people 
have,  how  much  public  parkland  and  what  kind  of  facilities  are 
available,  how  equitable  is  the  distribution  of  income  and  power  in 
our  society. 

A  society  that  has  a  lot  of  tension  among  ethnic,  racial,  and  eco- 
nomic groups  certainly  doesn't  have  the  same  living  standard  as 
one  that  doesn't  have  these  tensions.  How  predictable  is  our  fu- 
ture? Certainly,  a  society  in  which  you  could  say  with  fair  certainty 
that  you  are  not  going  to  be  much  worse  off  in  5  years  than  you 
are  now  has  a  lot  higher  standard  of  living  than  one  that  is  more 
like  a  roulette  wheel,  in  which  5  years  from  now  you  could  be  out 
of  a  job  and  working  at  minimum  wage,  when  you  had  been  work- 
ing in  an  automobile  factory  for  $35,000  a  year. 

These  are  all  dimensions  of  living  standards,  and  we  have  to 
keep  them  in  mind  and  not  just  focus  on  GDP,  dollar  figures,  num- 
ber of  jobs,  or  whatever.  Many  of  those  dimensions  require  activity 
by  the  Federal  Government. 

Chairman  Sasser.  Dr.  Reischauer,  let  me  ask  one  final  question, 
because  Senator  Grassley  is  waiting.  On  the  question  of  entitle- 
ments, we  have  discussed  entitlements  here  this  morning,  and  you 
quite  rightly  have  said  that  the  term  entitlements  rolls  off  the 
tongue  very  easily,  but  when  you  get  underneath  that,  you  are 
talking  about  programs  that  people  care  very  deeply  about,  social 
security,  medicare,  medicaid,  veterans  benefits,  perhaps  even  some 
of  the  civil  service  retirement,  a  whole  host  of  things. 

Dr.  Reischauer.  Unemployment  compensation. 
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Chairman  Sasser.  Unemployment  compensation.  Now,  there  has 
been  some  discussion  about  enacting  some  sort  of  cap  on  the  total 
growth  of  entitlement  spending,  that  is,  put  a  lid  on  entitlement 
spending,  and  enforce  that  lid  through  some  sort  of  threat  of  a  se- 
quester. 

Now,  that  was  a  proposal  of  the  former  Bush  administration,  and 
my  guess  is  that  if  the  Bush  administration  had  been  reelected  we 
would  be  sitting  in  a  budget  negotiation  probably  sometime  this 
spring  and  it  would  be  advanced  that  we  need  to  put  a  cap  on  enti- 
tlements and  that  would  probably  have  been  the  quid  pro  quo  for 
lifting  the  deficit  targets  that  President  Clinton  lifted  just  a  couple 
of  days  ago. 

Now,  my  question  to  you,  in  your  judgment,  is  this  business  of 
putting  a  cap  on  entitlement  spending,  is  that  a  workable  proposal, 
and  is  it  an  acceptable  way  to  achieve  savings  in  these  mandatory 
spending  programs,  in  your  judgment? 

Dr.  Reischauer.  The  real  question  is:  Will  an  entitlement  cap 
force  the  Congress  and  the  President  to  do  things  that  so  far  they 
have  been  unwilling  to  do?  I  don't  know  the  answer  to  that.  I  look 
at  history  and  I  would  suggest  the  answer  is  no,  based  on  history. 

It  is  a  procedural  promise  to  do  something  in  the  future  and  a 
threat  that  if  something  isn't  done,  the  sky  will  fall;  such  threats 
have  not  been  very  successful  in  the  past. 

The  problem  is  illustrated  quite  well  by  the  material  that  Direc- 
tor Darman  and  President  Bush  put  in  their  last  budget  submis- 
sion, which  was  a  list  of  all  of  the  measures  that  could  be  used  to 
achieve  the  discipline  of  this  entitlement  cap.  The  fact  is  that  all 
of  the  ideas  of  the  Congressional  Budget  Office,  of  the  House  Budg- 
et Committee,  and  of  the  Administration  added  together  didn't  get 
you  down  to  the  cap.  And  if  one  simply  focused  on  the  amount  that 
could  be  saved  by  policies  that  the  Bush  administration  had  en- 
dorsed, it  was  less  than  one-tenth  of  the  amount  of  money  needed 
to  meet  their  own  cap.  This  is  the  fundamental  problem,  that  com- 
ing up  with  the  specific  items  to  achieve  that  cap  is  very  very  dif- 
ficult. 

Chairman  Sasser.  Well,  when  we  are  talking  about  putting  caps 
on  entitlements  and  on  entitlement  growth,  we  are  really  talking 
about  capping  medicare  and  medicaid,  because  they  cost  about  80 
or  85  percent  of  the  entitlement  growth? 

Dr.  Reischauer.  Yes,  they  account  for  about  90  percent  of  the 
excess  growth.  If  you  don't  do  something  about  those  two  programs, 
it  would  require  eliminating  in  their  entirety  a  number  of  the 
smaller  entitlements:  farm  price  supports,  veterans'  benefits,  and 
so  on. 

Chairman  Sasser.  And  medicaid  and  medicare  are  simply  follow- 
ing up  the  overall  growth  in  health  care  cost.  Would  it  make  sense 
to  try  to  cap  medicare  and  medicaid,  without  capping  the  growth 
of  private  health  care  costs,  as  well,  because 

Dr.  Reischauer.  You  could  pay  for  it  directly  or  you  could  pay 
for  it  indirectly.  In  the  last  half  of  the  1980's,  we  fairly  effectively 
reduced  the  rate  of  growth  of  medicare  hospital  insurance.  We 
brought  the  per-enrollee  growth  rate  in  real  terms  down  to  around 
1  percent,  which  was  a  sharp  contrast  to  what  it  was  during  the 
first  half  of  the  1980's.  e 
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Did  that  show  up  in  overall  health  care  spending?  No,  overall 
growth  in  health  care  spending  in  the  last  half  of  the  1980's  was 
in  fact  higher  than  it  was  in  the  first  half.  What  happened  was 
that  the  resources  we  saved  in  the  government  sector  showed  up 
in  the  private  balance  sheet,  and  rather  than  paying  taxes  directly, 
we  paid  taxes  indirectly  by  having  our  health  insurance  premiums 
increased. 

Chairman  Sasser.  Cost  shifting.  But  you  testified  earlier  and  I 
was  struck  by  your  statement  that  medicare  pays  90  percent  of  the 
average  hospital  cost,  and  with  our  private  health  insurance  poli- 
cies that  you  and  I  and  others  have,  we  pay  128  percent  of  the  av- 
erage hospital  cost. 

Dr.  Reischauer.  We  could  ratchet  that  90  percent  down  to  85 
percent,  and  we  would  see  the  128  percent  rise. 

Chairman  Sasser.  So  we  are  fooling  ourselves,  when  we  are  talk- 
ing about  caps  without  some  kind  of  comprehensive  health  care  re- 
form. 

Senator  Riegle.  Mr.  Chairman,  before  you  yield,  could  I  just  add 
one  thought?  If  Senator  Grassley  will  indulge  me,  because  I  will  be 
very  brief,  because  I  do  see  a  hopeful  sign  in  this  area. 

I  saw  yesterday  where  Hillary  Rodham  Clinton  was  put  in 
charge  of  health  care  reform.  Last  night,  I  was  home,  and  I  chair 
the  Subcommittee  on  Health  for  Families  and  the  Uninsured  in  the 
Finance  Committee,  and  we  had  34  hearings  on  this  issue  and  we 
have  developed  a  major  health  care  reform  bill.  At  10:30  at  night, 
I  am  watching  the  end  of  the  Pistons  game  on  cable  television,  and 
the  telephone  rang.  It  was  10:30  last  evening.  I  picked  up  the 
phone  and  the  voice  on  the  other  end  said  it's  the  White  House  op- 
erator calling,  Ms.  Clinton  is  calling. 

So  I  took  the  call  and  she  was  at  work  at  10:30  last  night  on  this 
new  assignment  on  health  care  precisely  for  this  reason,  that  if  we 
don't  have  a  comprehensive  national  health  care  reform  that  really 
captures  this  problem,  there  is  no  meaningful  way  to  bring  these 
medicare  and  medicaid  costs  down  in  a  meaningful  fashion.  I  mean 
we  can  say  they  are  down,  but  the  cost  shifting  is  going  to  go  on 
through  the  system. 

As  we  talked  last  night,  it  was  clear  to  me  that  she  is  absolutely 
focused  on  this  issue,  and  I  am  delighted  that  she  has  that  assign- 
ment and  is  at  work  on  it.  But  I  must  say  to  know  that  work  was 
being  done  already  at  that  hour  of  the  night  last  night  by  the  per- 
son that  has  been  put  in  charge  of  the  effort  was  encouraging  to 
me  and  I  think  should  be  encouraging  to  the  country. 

Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you. 

Senator  Grassley? 

Senator  GRASSLEY.  As  I  heard  the  discussion  between  my  two 
colleagues  here  and  you,  maybe  you  are  trying  to  be  too  nice  or 
something.  I  think  maybe  you  are  trying  to  be  too  nice,  in  a  sense, 
and  I  don't  fault  anything  asked  or  said  in  trying  to  get  answers, 
but  I  don't  know  that  you  have  got  a  vote  in  Congress  and  you 
don't  have  the  veto  power. 

I  think  there  are  a  lot  of  institutional  problems  that  maybe  you 
ought  to  be  more  candid  and  lay  out  here.  Congress  is  at  fault,  the 
President  is  at  fault,  both  parties  are  at  fault,  not  just  the  Demo- 
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crat  President,  but  the  Republican  Presidents  in  the  past  have 
been.  Maybe  you  are  very  candid.  I  hear  you  sometimes  on  C- 
SPAN  and  other  environments,  and  you  can  be  very  candid,  but 
maybe  you  ought  to  be  candid  directly  to  us,  as  well,  and  even  to 
Chuck  Grassley. 

Dr.  REISCHAUER.  I  would  not  disagree  with  anything  you  said. 

Senator  Grassley.  For  instance 

Dr.  REISCHAUER.  I  don't  think  anything  I  said  to  the  Chairman 
or  Senator  Riegle  was  contradicted  by  what  you  said. 

Senator  Grassley.  For  instance,  the  Chairman  asked  legiti- 
mately what  are  we  going  to  do.  Well,  wouldn't  a  possibility  be  that 
when  we  are  adopting  baselines  or  maybe  if  we  had  done  this  in 
the  past,  the  difference  between  reality  and  what  your  charts  show 
would  be  closer. 

If  we  would  adopt  a  more  pessimistic  prognostication  of  the  fu- 
ture, you  now,  we  have  very  optimistic  and  the  middle  ground,  and 
then  we  have  the  least  optimistic  projections.  If  we  were  to  adopt 
less  optimistic  projections,  more  pessimistic  projections  of  the  fu- 
ture, then  when  you  get  out  here  a  few  years,  the  difference  be- 
tween what  is  reality  and  what  we  propose  will  be  closer,  right? 
But  in  the  process  of  doing  that 

Dr.  Reischauer.  Certainly  looking  back  at  history,  that  would 
have  been  true. 

Senator  Grassley.  And  I  know  you  try  to  make  institutional 
changes  in  your  own  projections,  and  maybe  you  have  done  some 
along  that  line,  but  that  was  a  major  problem  a  few  years  back, 
you  now.  When  we  do  that,  though,  the  reality  is  we  have  got 
tougher  choices  to  make,  right? 

Dr.  Reischauer.  Right. 

Senator  Grassley.  So  we  adopt  more  optimistic  projections.  It 
makes  our  job  a  little  bit  easier.  That  is  probably  more  comment 
than  a  question,  but  you  did  answer  that  if  we  did  that,  at  least 
in  the  past  we  would  be  closer. 

Maybe  I  would  take  a  little  bit  of  difference  with  you  on  your 
point  that  you  made  I  think  it  was  to  the  Chairman  that  we  don't 
know  what  might  have  been  was  the  comment  you  made.  For  in- 
stance, don't  we  know  what  might  have  been,  because,  for  instance, 
Senator  Breaux  and  Senator  Chafee  would  sure  say  you  tax  luxury 
and  the  boat  business  has  been  killed,  and  so  a  lot  of  people  are 
unemployed.  We  know  that  that  is  a  tax  policy  that  has  been  very 
bad  for  some  jobs  in  America,  so  we  know  what  was.  We  made  a 
bad  policy  decision  and  we  have  got  a  lot  of  unemployment  in 
boats. 

Maybe  there  are  some  other  tax — you  don't  agree  with  that? 

Dr.  Reischauer.  No,  I  don't. 

Senator  Grassley.  Well,  they  sure  make  a  good  case  for  it,  and 
I  have  supported  them.  In  other  words,  you  wouldn't  see  tax  policy 
that  was  made  in  1990  as  having  done  anything  negative  for  the 
economy  over  the  last  2  or  3  years? 

Dr.  Reischauer.  One  has  to  look  at  the  overall  balance  sheet.  I 
am  not  going  to  argue  the  pros  and  cons  of  a  luxury  tax  as  opposed 
to  a  cigarette  tax  as  opposed  to  a  cutting  of  this  spending  item  or 
that  spending  item. 
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What  we  did,  and  what  affected  the  economy  in  1990,  was  to  re- 
duce the  deficit  from  what  it  would  have  been  otherwise.  The  posi- 
tive aspects  of  deficit  reduction  should  have  flowed  from  that  ac- 
tion. The  Federal  Reserve  probably  was  more  accommodating  be- 
cause not  only  were  specific  actions  taken,  but  an  enforcement  pro- 
cedure was  put  in  place  to  insure  that  those  deficit  reductions  oc- 
curred. 

Was  there  dislocation  in  certain  sectors?  Yes,  probably,  but  at 
the  same  time  there  was  more  activity  in  other  sectors  resulting 
from  the  deficit  reduction  and  the  actions  of  the  Federal  Reserve. 
So  one  has  to  look  at  the  whole  package  and  the  impact  of  the 
whole  package,  rather  than  this  element  or  that  element. 

Senator  Grassley.  Mr.  Chairman,  I  have  no  other  questions. 

Chairman  Sasser.  Thank  you  very  much,  Senator  Grassley. 

We  thank  you  for  your  testimony  here  this  morning,  Dr. 
Reischauer.  You  have  shown  extraordinary  patience.  You  have 
been  in  that  chair  for  3  hours  and  a  half,  and  we  very  much  appre- 
ciate your  appearance 

Chairman  Sasser.  I  might  say  for  the  benefit  of  committee  mem- 
bers and  staff  that  our  next  hearing  will  be  Thursday,  when  Dr. 
Alan  Greenspan,  the  Chairman  of  the  Federal  Reserve  Board,  will 
be  here  testifying. 

The  committee  stands  in  adjournment. 

[Whereupon,  at  1:30  p.m.,  the  committee  was  adjourned.] 
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THURSDAY,  JANUARY  28,  1993 

U.S.  Senate, 
Committee  on  the  Budget, 

Washington,  DC. 
The  committee  met,  pursuant  to  notice,  at  2:02  p.m.,  in  room 
SD-608,  Dirksen  Senate  Office  Building,  Hon.  Jim  Sasser  (chair- 
man of  the  committee)  presiding. 

Present:  Senators  Sasser,  Lautenberg,  Simon,  Conrad,  Sarbanes, 
Boxer,  Domenici,  Grassley,  Bond,  and  Gorton. 

Staff  present:  Larry  Stein,  staff  director;  John  J.  Callahan,  dep- 
uty staff  director;  and  Chuck  Marr,  economist. 

For  the  minority:  G.  William  Hoagland,  staff  director;  and  Cheri 
Reidy,  economist  and  senior  analyst  for  revenues. 

OPENING  STATEMENT  OF  CHAIRMAN  SASSER 

Chairman  Sasser.  The  committee  will  come  to  order. 

I  want  to  welcome  this  afternoon  Dr.  Alan  Greenspan,  the  distin- 
guished Chairman  of  the  Federal  Reserve  Board,  before  the  Budget 
Committee. 

Dr.  Greenspan,  I  want  to  express  my  appreciation  to  you  for 
being  flexible  in  your  schedule  today  to  allow  us  to  reschedule  this 
committee  meeting  from  this  morning  to  this  afternoon  in  order 
that  a  number  of  the  committee  members  could  attend  the  services 
for  Justice  Thurgood  Marshall.  And  the  fact  that  the  hearing  is 
this  afternoon  rather  than  this  morning  could,  I  think,  reduce  our 
attendance  somewhat,  but  that  is  good  news  for  you,  Dr.  Green- 
span. It  means  you  will  get  out  of  here  sooner,  I  think,  than  per- 
haps you  otherwise  would. 

As  the  103d  Congress  unfolds,  I  think  we  could  say  with  some 
degree  of  accuracy  that  the  American  people  have  given  us  our 
marching  orders.  And  what  they  have  told  us,  as  I  interpret  it,  is 
that  they  want  to  energize  this  very  tentative  economic  recovery  we 
have  been  in.  And  they  also  want  us  to  reduce  the  budget  deficit. 

I  think  the  President  and  the  Congress  are  committed  to  expand- 
ing and  growing  the  economy  this  year,  and  I  believe  the  adminis- 
tration and  Congress  are  also  committed  to  making  some  of  the 
tough  and  painful  fiscal  choices  that  are  going  to  have  to  be  made 
to  rein  in  these  budget  deficits  that  have  ballooned  on  us  in  the 
last  few  months. 

But  I  would  like  to  respectfully  suggest  this  afternoon  to  our  dis- 
tinguished witness  that  we  have  another  partner,  I  hope,  in  these 
twin  endeavors,  and  that  is  the  Federal  Reserve;  because,  in  my 
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judgment,  fiscal  policy  and  monetary  policy  must  be  very  carefully 
balanced  if  we  are  to  cut  this  deficit  and  at  the  same  time  sustain 
economic  growth. 

For  example,  as  a  counterweight  to  an  austere  fiscal  policy, 
which  would  require  spending  cuts  by  the  Congress,  I  am  of  the 
view  that  the  Fed  needs  to  offset  that  fiscal  contraction  by  using 
the  tools  that  the  Fed  has  by  way  of  monetary  policy  to  keep  this 
recovery  moving  forward  in  a  more  robust  way. 

I  would  like  to  reflect  back,  if  I  can  just  a  moment,  to  the  1990 
budget  summit.  Both  the  distinguished  ranking  member  and  my- 
self were  participants  in  that  budget  summit.  And  I  was  of  the 
view  that  the  White  House  and  the  Congress  and  the  Federal  Re- 
serve were  singing  out  of  the  same  psalm  book  at  the  time  of  that 
summit  agreement,  but  I  don't  think  that  was  proven  correct  by  de- 
veloping events. 

We  knew  in  that  summit  agreement — I  think  the  congressional 
leaders  did,  and  certainly  the  White  House  did — that  deep  fiscal 
cuts  could  have  a  chilling  effect  on  the  economy. 

In  July  1990,  I  went  so  far  as  to  express  my  concern  about  fiscal 
austerity's  impact  on  the  economy  by  writing  Dr.  Greenspan  a  let- 
ter, and  he  was  kind  enough  to  write  me  back  and  to  state  that 
the  Fed  had  the  ability  to  "act  quickly  to  support  economic  expan- 
sion." 

Now,  frankly,  I  considered  this  and  other  statements  made  dur- 
ing the  course  of  these  negotiations  by  various  participants,  I  came 
to  believe  that  there  was  at  least  an  implicit  understanding  that 
the  Federal  Reserve  would  offset  austerity,  would  offset  a 
contractionary  fiscal  policy,  and  would  move  to  keep  the  economy 
afloat  using  the  tools  at  the  Fed's  disposal. 

I  think  history  proves  that  the  opposite  occurred.  In  my  view,  the 
Fed  did  not  act  quickly,  nor  did  it  support  expansion  sufficiently. 
It  seems  to  timidly  follow  the  lead  of  the  credit  markets.  And  as 
I  have  articulated  before  to  Dr.  Greenspan  and  others,  I  thought 
the  Fed's  help  came  too  little  too  late. 

Now,  the  recession  is  over,  but  the  wreckage  that  it  left  is  still 
strewn  all  across  the  Nation.  The  budget  deficit  for  fiscal  year  1995 
is  $250  billion  more  than  it  was  projected  to  be  in  the  1990  sum- 
mit. And,  astoundingly,  between  1990  and  1995,  revenues  are  ex- 
pected to  decline  with  a  vengeance  by  an  incredible  $530  billion. 

There  has  been  very  meager  job  creation  so  far  in  this  recovery. 
Instead,  most  of  the  news  is  about  job  loss. 

Now,  I  think  due  to  the  recession  and  due  to  the  mounting  deficit 
that  was  principally  occasioned  by  the  recession,  the  public  per- 
ceives that  the  1990  budget  agreement  was  a  failure,  and  that  per- 
haps we  weren't  even  candid  with  them  in  describing  what  we  per- 
ceived would  be  the  results. 

Now,  I  doubt  that  we  will  ever  change  that  conclusion,  which  I 
consider  to  be  unfortunate  and  incorrect,  because  there  is  little 
trace  of  the  $500  billion  in  deficit  cutting  that  we  did  in  1990  if 
we  look  at  the  bottom  line  now  of  where  these  deficits  are. 

I  believe  we  are  better  off  today  because  of  the  choices  we  made 
in  1990,  but  in  the  early  months  of  1993,  this  year,  we  are  going 
to  be  looking  once  again,  I  think,  towards  deficit  reduction  and  a 
restrictive  fiscal  policy. 
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This  afternoon  I  want  to  examine  the  particular  role  of  the  Fed- 
eral Reserve  as  Congress  and  the  White  House  once  again  move 
into  the  deficit  breach.  I  have  no  desire  to  embark  on  a  new  round 
of  deficit  fighting,  only  to  discover  that  the  Fed  is  not  there  to  cover 
our  right  flank  as  we  move  out. 

And  I  must  say  that  so  far  the  harbingers  I  am  seeing  and  hear- 
ing are  not  reassuring.  I  don't  take  solace  when  I  read  that  mem- 
bers of  the  Open  Market  Committee  see  a  lower  target  range  for 
M2  as  a  symbol  of  their  resolve  to  hold  the  line  on  inflation  should 
the  expansion  gain  momentum. 

Now,'  Mr.  Chairman,  my  respect  for  you  is  well  known,  and  I 
have  articulated  it  publicly  and  privately.  But  I  think  I  know  a  pol- 
icy move  coming  when  I  see  one.  Now,  don't  take  it  from  me.  Read 
the  news  experts  who  watch  the  bond  market.  They  say,  and  I 
quote,  "The  market  is  salivating  over  the  prospect  of  a  reduction 
in  the  target" — talking  about  the  M2  targets.  'The  market  knows 
that  Greenspan's  money  supply  targets  are  a  formula  for  modest 
economic  growth  and  no  pick-up  in  inflation."  That  is  what  the 
bond  traders  said. 

Now,  with  all  due  respect,  I  believe  quite  sincerely  that  our  prob- 
lem is  not  inflation.  Our  problem  is  slow  and  little  or  no  economic 
growth.  An  anemic  economic  recovery,  I  believe,  is  public  enemy 
number  one.  And  what  this  economy  needs  is  some  Geritol  in  the 
form  of  a  positive  monetary  policy  that  is  going  to  produce  robust 
economic  growth  that  in  turn  can  effectively  offset  another  round 
of  deficit  cutting  by  the  Congress  and  this  new  administration. 

Now,  I  do  believe  that  monetary  contraction  will,  without  any 
doubt  in  my  mind,  lay  a  killing  frost  over  the  economic  spring  that 
this  new  President  is  trying  to  force. 

Now,  the  success  of  our  economic  recovery  and  deficit  reduction 
I  do  believe — and  I  say  this  to  my  distinguished  ranking  member 
here — is  going  to  depend  on  getting  the  Federal  Reserve,  the  Con- 
gress, and  the  White  House  pulling  together  as  a  team.  We  cannot 
turn  back  the  recession  or  shrink  the  deficit  if  the  Fed's  monetary 
policies  are  going  to  be  counter  to  the  fiscal  policies  pursued  by  the 
Congress  and  the  administration. 

I  believe  that  a  balanced  budget  in  a  balanced  economy  is  going 
to  require  the  full  cooperation  of  the  Federal  Reserve  System. 

I  have  gone  at  some  length  here  today,  and  I  apologize  to  my  col- 
leagues for  the  length  of  my  statement.  But  I  have  strong  feelings 
on  this,  and  I  would  like  to  defer  to  the  distinguished  ranking 
member,  Senator  Domenici. 

[The  prepared  statement  of  Chairman  Sasser  follows:] 

PREPARED  STATEMENT  OF  CHAIRMAN  SASSER 

The  Committee  welcomes  Dr.  Alan  Greenspan,  Chairman  of  the  Federal  Reserve 
Board.  We  always  find  Dr.  Greenspan's  comments  of  great  interest  and  we  look  for- 
ward to  hearing  his  views  on  the  economy. 

As  the  103rd  Congress  unfolds,  the  American  people  have  given  us  our  marching 
orders:  energize  this  tentative  economic  recovery  and  reduce  the  deficit.  I  know  that 
this  President  and  Congress  are  committed  to  growing  the  U.S.  economy.  And  I  be- 
lieve that  the  Administration  and  Congress  are  committed  to  making  the  tough  and 
painful  fiscal  choices  to  rein  in  the  deficit.  However,  we  have  another  partner  in 
these  twin  endeavors:  the  Federal  Reserve.  Fiscal  and  monetary  policy  must  be 
carefully  balanced  if  we  are  to  cut  the  deficit  and  sustain  economic  growth. 
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For  example,  as  a  counterweight  to  an  austere  fiscal  policy,  Congress  needs  the 
Fed  to  offset  the  contraction  by  using  its  tools  to  keep  the  economy  moving. 

We  have  learned,  somewhat  painfully,  from  the  1990  budget  agreement  what  can 
happen  when  the  White  House,  Congress  and  the  Federal  Reserve  aren't  singing 
from  the  same  Psalm  book. 

Congress  and  the  White  House  knew  then  that  the  deep  fiscal  cuts  would  have 
a  chilling  effect  on  the  economy.  In  July  1990,  when  I  expressed  my  concerns  about 
fiscal  austerity's  impact  on  the  economy,  Dr.  Greenspan  wrote  back  to  me  that  the 
Fed  had  the  ability  to  act  quickly  to  support  economic  expansion."  I  considered  this 
and  other  statements  made  during  the  1990  budget  negotiations  as  at  least  an  im- 
plicit understanding  that  the  Fed  neither  acted  quickly,  nor  supported  expansion 
sufficiently.  It  timidly  followed  the  lead  of  the  credit  markets.  The  Fed's  help  came 
far  too  late  and  was  far  too  little. 

Though  the  recession  is  over,  the  wreckage  it  left  is  still  strewn  across  the  nation. 
The  budget  deficit  for  FY  1995  is  $250  billion  more  than  was  projected  at  the  1990 
summit.  Between  1990  and  1995,  revenues  are  expected  to  plummet  with  a  venge- 
ance by  an  incredible  $530  billion.  There  has  been  meager  job  creation  in  this  so- 
called  recovery.  Instead,  most  of  the  news  is  about  job  loss.  According  to  the  Amer- 
ican Management  Association,  one  in  four  big  American  companies  plan  layoffs  by 
mid-1993  and  many  others  are  relying  more  and  more  on  temporary  workers.  How 
can  you  lift  consumer  confidence  when  corporate  giants  such  as  Sears,  McDonnell- 
Douglas,  Boeing,  Pratt  and  Whitney,  and  IBM  are  firing  tens  of  thousands  of  work- 
ers? 

Due  to  the  recession  and  mounting  deficit,  the  public  perceives  that  the  1990 
Budget  Agreement  failed.  I  doubt  that  we  will  ever  change  that  unfortunate,  and 
incorrect,  perception  because  there  is  little  trace  of  the  $500  billion  in  deficit  cutting 
we  did  in  1990.  However,  I  firmly  believe  that  we  are  better  off  today  because  of 
the  choices  we  made  in  1990.  In  these  early  months  of  1993,  we  are  looking  not  for 
exoneration  but  to  make  sure  that  we  do  not  repeat  the  mistakes  of  the  past. 

This  morning,  I  want  to  examine  in  particular  the  role  of  the  Federal  Reserve  as 
Congress  and  the  White  House  once  again  jumps  head-long  in  the  deficit  breach. 
I  have  no  desire  to  embark  on  a  new  round  of  deficit  fighting  only  to  discover  that 
the  Fed  has  left  our  right  flank  exposed  again. 

So  far,  the  harbingers  I  am  seeing  and  hearing  are  not  reassuring.- 1  don't  take 
solace  when  I  read  that  members  of  the  Open  Market  Committee  see  a  lower  target 
range  for  M2  as  a  symbol  of  their  resolve  to  hold  the  line  on  inflation  should  the 
expansion  gain  momentum.  Mr.  Chairman,  I  have  great  respect  for  you,  but  I  think 
I  know  a  policy  move  when  I  see  one.  Don't  take  it  from  me.  Read  the  news  from 
the  experts  who  watch  the  bond  market.  They  say,  quote,  "the  market  is  salivating 
over  the  prospect  of  a  reduction  in  the  target  .  .  .  the  market  knows  that  Green- 
span's money  supply  targets  are  a  formula  for  modest  economic  growth  and  no  pick- 
up in  inflation,"  end  quote. 

With  all  due  respect,  inflation  is  not  what  ails  us  here.  No  economist  we've  heard 
from  thinks  it  will  be  for  a  long  time  to  come.  An  anemic  economic  recovery  is  public 
enemy  number  one.  What  this  economy  needs  is  the  iron  supplement  of  a  positive 
monetary  policy  that  will  produce  robust  growth  that  can  effectively  offset  another 
round  of  deficit  cutting  by  Congress. 

No  action,  more  baby  steps,  or  worse,  monetary  contraction,  will  without  a  doubt 
in  my  mind,  lay  a  killing  frost  over  the  economic  spring  that  President  Clinton  is 
trying  to  force. 

The  success  of  our  economic  recovery  and  deficit  reduction  will  depend  greatly  on 
getting  the  Fed,  Congress  and  the  White  House  pulling  together  as  a  team.  We  can- 
not turn  back  the  recession  or  shrink  the  deficit  if  the  Fed's  policies  are  counter  to 
our  policy.  A  balanced  budget  in  a  balanced  economy  will  require  the  full  coopera- 
tion of  the  Federal  Reserve  System. 

OPENING  STATEMENT  OF  SENATOR  DOMENICI 

Senator  DOMENICI.  Thank  you  very  much,  Dr.  Chairman. 

Dr.  Greenspan,  welcome  again.  You  had  your  first  exposure  to 
what  I  perceive  to  be  the  new  fiscal  discipline  sidestep  yesterday. 
I  hope  we  can  balance  it  off  a  bit  today. 

My  chairman  usually  has  great  similes,  but  the  Geritol  one  is 
very,  very  exciting.  You  know,  I  never  remembered  Geritol  to  be 
the  cure  for  anything,  and  I  believe  it  lent  to  lightheadedness, 
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sometimes  associated  with  alcohol,  and  it  has  certainly  never  been 
a  cure  for  obesity. 

Now,  having  said  that,  Mr.  Chairman,  I  think  deficit  reduction 
represents  a  bitter  pill.  Dr.  Reischauer  helped  sweeten  it  by  telling 
us  that  the  long-term  economic  growth  can  best  be  done  by 
planned,  comprehensive,  long-term,  credible,  enforceable  deficit  re- 
duction. 

Now,  with  the  passage  of  time  and  our  commitments  that  are  not 
met  for  one  reason  or  another,  the  adjectives  attached  to  deficit  re- 
duction grow.  But  I  think  the  truth  of  the  matter  is  that  that  bitter 
pill  is  what  we  must  do  first  before  we  ask  the  Federal  Reserve  to 
do  much  more  than  they  are  currently  doing. 

Now,  let  me  mention  one  fact  that  gets  overlooked:  stimulus.  We 
hear  about  a  need  for  a  fiscal  stimulus  package,  and  now  we  are 
hearing  that  we  need  the  Federal  Reserve  to  help  with  stimulus. 
The  conventional  notion  of  stimulus  is  the  amount  by  which  the 
Government  spends  over  that  which  it  took  in. 

So  I  think  everybody  should  know  that  a  $300  billion  budget  defi- 
cit represents  the  largest  fiscal  stimulus  package  in  history.  We 
will  never  have  the  Federal  Government  stimulating  the  economy 
more  than  when  we  reach  $300  billion  in  deficit  spending. 

Now,  I  am  here  Ustening  attentively  and  watching  the  last  2  or 
3  weeks,  and  it  seems  like  we  had  an  election  and  all  of  a  sudden 
that  brought  about  a  new  focus  on  monetary  stimulus  that  we  now 
ought  to  bring  into  play.  I  hope  this  is  not  intended  to  be  a  fiscal 
discipline  sidestep. 

Not  a  lot  was  said  about  the  Federal  Reserve  last  year.  We  had 
an  election  in  which  all  the  candidates  said  they  were  going  to  fix 
this  deficit,  but  the  most  prominent,  with  the  best  fiscal  plan,  was 
the  one  that  won.  Now  all  of  a  sudden,  when  the  economy  is  grow- 
ing today  at  3.8  percent  and  we  are  charged  with  fixing  the  deficit, 
we  are  talking  about  Ml  and  M2,  which  weren't  even  discussed. 

Frankly,  I  don't  think  we  ought  to  get  fooled  that  there  is  a  new 
alternative  sidestep  to  reducing  the  deficit.  I  hope  you  will  address 
that  today,  because  you  are  directly  being  looked  at  to  help  stimu- 
late this  economy. 

I  don't  think  we  ought  to  raise  false  expectations  about  the  po- 
tency of  monetary  policy.  However,  I  would  agree  and  I  assume  you 
will  agree  that  if  we  were  to  put  together  a  multiyear  credible  defi- 
cit reduction  package,  that  would  be  the  time  for  the  Federal  Re- 
serve to  take  a  look  and  see  whether  they  ought  to  be  more  accom- 
modating, if  they  can,  and  if  that  would  have  a  beneficial  effect. 

I  think  the  two  are  clearly  linked  together.  One  should  follow  the 
other,  and  what  should  go  first  is  a  good  dose  of  sacrifice  across  the 
board  that  is  credible  and  cuts  this  enormous  growing  deficit. 

I  think  part  of  the  monetary  policy  cure  argues  that  the  Fed  can't 
be  trusted  and  needs  more  guidance  and  direction  from  Congress. 
I  have  no  concern  about  this  kind  of  jawboning.  I  think  that  is  fine. 
But  I  don't  believe  the  idea  that  we  might  offer  better  direction  and 
guidance  to  the  Fed  is  creditable,  when  we  are  sounding  more  and 
more  like  we  are  not  quite  sure  we  can  handle  our  end — deficit  re- 
duction. 

Before  we  give  you  a  great  deal  of  direction  and  guidance,  I  think 
we  ought  to  be  guided  by  what  we  have  the  responsibility  to  do, 
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and  that  would  be  to  get  this  deficit  under  control  and  do  it  quick- 
ly. It  doesn't  have  to  be  a  1-year  fix  or  even  a  4-year  fix.  Frankly, 
I  think  it  is  going  to  take  many  years,  but  currently  we  don't  have 
anything  in  place  policywise  that  says  we  are  going  to  get  there. 

With  that,  I  thank  the  chairman  for  calling  the  hearing.  I  think 
it  is  timely.  I  thank  you  Chairman  Greenspan  for  your  stewardship 
heretofore,  and  while  I  believe  you  should  listen  attentively  to 
those  Senators  that  have  reason  to  be  concerned — and  our  chair- 
man is  one — I  urge  that  we  first  decide  what  we  have  to  do  and 
do  it.  In  the  meantime  we  can  talk  to  you  about  what  we  might 
hope  you  will  do  if  we  do  our  part. 

Thank  you  very  much.  Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you,  Senator  Domenici. 

Our  attendance  is  light  today,  and  it  would  be  my  intention,  if 
our  colleagues  wish,  to  call  ois  each  in  order  of  their  arrival  for  a 
short  3-minute  statement.  No  one  should  feel  compelled  that  they 
need  to  make  a  statement.  We  would  be  pleased  to  hear  from  you, 
Senator  Lautenberg,  first. 

OPENING  STATEMENT  OF  SENATOR  LAUTENBERG 

Senator  Lautenberg.  I  thank  you  very  much,  Mr.  Chairman.  I 
will  spare  the  audience  the  wisdom  of  my  views,  and  just  say  that 
I  am  delighted  to  see  you,  Dr.  Greenspan. 

He  and  I  worked  together  in  a  former  iteration  when  he  was  a 
member  of  the  board  of  my  company.  I  take  no  responsibility  for 
any  actions  since  then.  [Laughter.] 

But  I  am  pleased  to  welcome  you  here. 

I  am  not  a  believer  that  the  only  way  out  of  the  way  of  the  deficit 
growth  is  to  simply  cut  all  of  our  programs  to  try  to  raise  prices 
as  an  analogy  to  a  business  situation  where,  as  product  sales  fall, 
very  few  people  think  of  raising  prices.  And  I  don't  think  this  is  a 
good  time  to  be  looking  at  taxing  either. 

So  I  was  hopeful  what  you  said  that  appeared  in  the  papers  yes- 
terday or  today  about  some  kind  of  a  stimulus  being  perhaps  log- 
ical— if  I  extend  you  too  far,  call  me  on  it — but  that  there  can  be 
investments  that  will  cause  growth  in  the  economy  that  will  help 
reduce  the  deficit  by  shifting  those  who  are  now  taking  programs 
from  the  Government,  contributing  by  way  of  tax  revenues  and  re- 
duction in  expenses. 

Chairman  Sasser.  Well,  thank  you  very  much,  Senator  Lauten- 
berg. 

Senator  Bond? 

OPENING  STATEMENT  OF  SENATOR  BOND 

Senator  BOND.  Thank  you  very  much,  Mr.  Chairman,  and  I  cer- 
tainly would  agree  with  my  colleagues  who,  if  nothing  else,  have 
come  together,  I  believe,  on  the  proposition  that  we  want  to  see  the 
economy  grow  and  create  more  jobs. 

Having  reached  that  basic  agreement,  I  think  we  may  diverge  in 
some  areas  because  certainly  I  know  that  our  ranking  member, 
who  is  not  suggesting  that  we  choke  off  the  economic  recovery  with 
an  immediate  deficit  slash,  but  a  long-term  deficit  reduction  I  be- 
lieve is  in  the  best  interest  of  sound  economic  growth.  I  don't  have 
with  me  the  article  I  was  carrying  earlier  this  week  which  indi- 
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cated  that  most  economists  believe  that  a  significant  deficit  reduc- 
tion program  is  one  of  the  best  ways  to  bring  down  long-term  inter- 
est rates,  and  thereby  foster  economic  growth. 

But,  Chairman  Greenspan,  it  is  with  no  small  wonderment  that 
I  have  heard  recently  the  characterization  by  some  in  Congress 
that  the  Bush  recession,  so  denominated  before  the  election,  sud- 
denly has  become  the  Federal  Reserve's  after  the  election.  I  think 
it  takes  a  great  deal  of  nerve  for  Members  of  Congress  to  attack 
the  Fed  about  interest  rates  when  the  greatest  threat  to  continued 
long-term  growth  rates  is  Congress'  inability  to  get  the  budget  defi- 
cit under  control. 

After  completely  messing  up  fiscal  policy,  now  some  in  Congress 
want  to  share  their  wisdom  about  monetary  policy,  too.  I  suggest 
that  with  the  success  that  the  Fed  has  had  in  instilling  liquidity 
during  Black  Monday,  helping  banks  get  through  the  difficult 
times,  assisting  with  the  RTC  sales  of  assets,  that  the  Fed  has 
demonstrated  a  very  credible  track  record. 

We  ought  to  be  concentrating,  as  our  ranking  member  said,  on 
getting  some  control  over  the  deficit  and  the  debt  to  which  it  adds, 
and  quit  trying  to  shift  the  blame  for  our  economic  woes. 

It  wasn't  the  Federal  Reserve  that  caused  the  recession.  It  wasn't 
the  Federal  Reserve  that  prolonged  the  recession.  And  it  won't  be 
the  Federal  Reserve  that  kills  off  the  recovery,  if  it  is  killed  off. 

What  the  administration  and  Congress  do  together  with  fiscal 
policy  and  the  deficit,  in  my  opinion,  will  determine  what  happens 
to  the  recovery  and  the  future  of  our  economy. 

Chairman  Sasser.  Thank  you. 

Senator  Simon? 

OPENING  STATEMENT  OF  SENATOR  SIMON 

Senator  Simon.  Thank  you,  Mr.  Chairman. 

I  ordinarily  agree  with  Senator  Sasser  more  than  I  do  my  Repub- 
lican colleagues,  but  I  have  to  say  I  think  that  the  problems  we 
face  are  fiscal  and  not  monetary.  And  I  believe  that  basically,  Dr. 
Greenspan,  you  and  the  Fed  have  done  a  pretty  good  job. 

If  I  can  just  use  this  illustration:  If  you  were  to  ask  me  what  na- 
tion is  really  going  to  move  ahead  in  the  next  10  years  economi- 
cally, I  would  say  Taiwan.  Taiwan  has  just  inaugurated  a  $300  bil- 
lion, 5-year  infrastructure  program.  Taiwan  has  10  percent  of  our 
population.  The  equivalent  would  be  our  launching  a  $3.9  trillion 
infrastructure  program. 

Now,  if  we  were  to  do  this  on  the  fiscal  base  that  we  have  built, 
the  financial  markets  would  go  berserk.  You  would  have  a  heart  at- 
tack. We  would  be  in — you  know,  we  would  have  real  problems. 
_  Taiwan  has  been  able  to  do  this  because  they  have  built  a  solid 
fiscal  base,  more  foreign  reserves  than  any  other  country  in  the 
world. 

What  we  have  to  learn  is  we  need  to  do  some  things  to  build  our 
future,  but  we  are  only  going  to  do  that  if  we  build  a  solid  fiscal 
base.  And  we  cannot  blame  the  Federal  Reserve  Board  for  all  of  our 
problems.  That  is  not  where  the  problem  rests.  The -problem  rests 
here.  The  problem  rests  in  the  White  House. 

Thank  you,  Mr.  Chairman. 
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Chairman  Sasser.  Thank  you,  Senator  Simon. 
Senator  Grassley? 

OPENING  STATEMENT  OF  SENATOR  GRASSLEY 

Senator  Grassley.  I  am  sorry  that  we  seem  to  be  having  this  de- 
sire, at  least  on  the  part  of  some,  that  is  going  to  make  the  deficit 
reduction  secondary  to  a  stimulus  package.  And  in  order  to  make 
such  a  plan  to  work,  according  to  their  theory,  once  we  have  got 
the  stimulus  package  in  place,  then  we  would  have  to  take  a  two- 
by-four  and  hit  the  Fed  aside  the  head  to  loosen  up  on  money  sup- 
ply- 

We  tried  this  approach  back  in  the  Carter  years,  and  we  got 

what  was  then  called  stagflation.  I  don't  want  to  bring  that  back 
into  our  vocabulary,  but  it  was  a  fact  of  life.  I  think  we  would  get 
the  same  thing  again  if  we  followed  that  prescription. 

Since  the  Carter  years,  inflation  has  been  well  under  control,  but 
the  gridlock  of  the  1980's  produced  a  fiscal  nightmare.  I  have  said 
so  many  times  how  disappointed  I  have  been  that  my  side  of  the 
aisle,  not  just  here  but  down  the  White  House,  during  12  years 
didn't  do  enough  for  deficit  reduction.  And  I  have  made  that  point 
ad  nauseam  for  12  years. 

But  it  takes  two  to  do  the  gridlock  grind,  and  that  is  a  new  dance 
that  I  just  made  up,  keeping  in  the  theme  of  Senator  Domenici 
with  his  sidestep  dance.  It  takes  two  to  do  the  gridlock  grind.  Both 
parties  failed;  not  just  one,  not  just  the  other. 

The  difference  between  the  1980's  and  now  is  that  one  party  now 
controls  Government.  One  party  controls  the  fiscal  levels  of  our 
Government.  That  is  an  opportunity  to  inject  fiscal  discipline,  not 
to  run  away  from  it.  Instead  of  taking  that  two-by-four  to  the  head 
of  the  Fed,  we  should  take  it  to  ourselves  and  self-flagellate. 

We  should  acknowledge  our  own  failures  caused  by  gridlock  over 
the  last  decade.  Why  jeopardize  the  progress  that  the  Fed  has 
made  under  Dr.  Greenspan's  leadership,  all  the  restructuring  that 
has  gone  on  in  the  economy,  and  put  that  in  jeopardy  by  loosening 
up  on  fiscal  policy  and  loosening  up  on  monetary  policy  as  well? 

Dr.  Reischauer  said  at  this  meeting  2  days  ago.  the  way  that  you 
get  long-term  quality  jobs  is  through  deficit  reduction  over  the  long 
term.  That  should  be  our  goal,  in  my  view. 

Chairman  Sasser.  Thank  you. 

Senator  Boxer? 

OPENING  STATEMENT  OF  SENATOR  BOXER 

Senator  BOXER.  Thank  you  very  much,  Mr.  Chairman. 

I  don't  have  a  formal  statement,  but  I  found  the  comments  so  in- 
teresting, I  just  wanted  to  put  in  some  new  thoughts  here.  As  we 
hear  the  debate  among  our  colleagues  as  to  what  is  really  respon- 
sible for  the  problems  in  the  economy — I  think  it  is  important  to 
note  that  I  don't  think  one  thing  is  responsible. 

If  it  were  just  the  deficit,  then  why  are  we  having  this  hearing 
and  why  is  the  Fed  so  important,  and  why  is  it  so  important,  in 
my  view,  that  the  Fed  remain  independent?  I  strongly  advocate 
that,  because  I  think  that  if  the  Fed  is  not  independent,  you  are 
going  to  have  monetary  policy  set  by  people  who  are  up  for  election 
in  2  years,  and  that  is  not  good. 
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So  I  think  we  have  to  look  at  the  deficit  and  we  did  under  our 
chairman's  able  leadership  at  the  last  hearing,  and  I  think  there 
was  bipartisan  recognition  that  we  have  got  to  bring  it  down.  But 
we  also  have  to  monitor  monetary  policy,  there  is  no  question  about 
that.  Monetary  policy  has  a  tremendous  impact. 

I  was  at  a  banking  hearing  the  other  day,  and  essentially  what 
we  learned  there  is  that  the  interest  rate  spread  between  what 
banks  pay  the  depositors  and  what  they  get  on  treasuries  have  es- 
sentially gotten  the  banks  back  to  health.  So  we  can't  shrug  off 
monetary  policy,  and  we  have  to  look  at  spending  priorities,  are  we 
really  investing  or  are  we  wasting  money? 

We  have  to  look  at  tax  policy,  are  we  giving  enough  incentives 
to  the  private  sector,  and  we  have  to  look  at  the  savings  rates. 
Well,  I  think  all  of  these  things  are  crucial  to  a  healthy  economy. 

I  used  to  be  a  stock  broker,  that  was  a  very  long  time  ago.  At 
that  time  a  12-million-share-day  stunned  everyone — that  we  could 
handle  that  many  shares.  And  I  remember  if  the  interest  rates 
moved  up,  everything  broke  loose.  Of  course,  we  have  that  today. 

I  welcome  you  here.  It  is  a  hot  seat  to  be  in,  to  know  exactly  the 
course  to  take,  and  I  am  very  interested  in  working  with  colleagues 
on  both  sides  of  the  aisle,  so  that  we  make  sure  that  all  of  these 
policies  lead  to  economic  growth. 

Thank  you  very  much,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you,  Senator  Boxer. 

Senator  Conrad? 

OPENING  STATEMENT  OF  SENATOR  CONRAD 

Senator  Conrad.  Thank  you,  Mr.  Chairman. 

Welcome,  Dr.  Greenspan.  Let  me  just  say  that  I  want  to  add  my 
voice  to  the  chairman.  I  have  been,  all  the  time  I  have  been  on  this 
committee,  very  strongly  in  favor  of  deficit  reduction  and  I  believe 
it  is  absolutely  urgent.  I  have  believed  it  is  urgent  for  6  years  and 
I  am  very  hopeful  that  we  are  about  to  do  something  significant 
about  it. 

The  concern  that  I  have  is  that  we  still  have  pretty  tepid  eco- 
nomic growth.  I  know  the  fourth  quarter  numbers  show  3.8  per- 
cent, but  everything  I  am  hearing  from  my  friends  in  the  business 
community  tell  me  that  this  is  still  a  weak  economy  that  we  are 
dealing  with.  I  think  you  have  said  that  yourself. 

If  this  administration  comes  forward  with  an  ambitious  deficit 
reduction  plan  and  if  we  respond  here  in  Congress,  which  I  am 
hopeful  on  both  counts  will  occur,  then  it  is  terribly  important,  the 
response  of  the  Federal  Reserve.  It  is  terribly  important  that  the 
Federal  Reserve  respond  with  an  accommodative  monetary  policy 
to  offset  the  drag  on  the  economy  that  will  be  created  by  our  rein- 
ing in  on  the  fiscal  side.  I  know  that  you  understand  this  and  I 
know  that  these  are  concepts  that  you  are  fully  familiar  with. 

But  I  do  think  we  have  got  to  be  very  direct  with  each  other.  If 
we  in  Congress  and  the  administration  shoulder  the  serious  burden 
of  deficit  reduction,  we  can  only  do  that  and  at  the  same  time  see 
a  growing  economy  if  there  is  accommodation  on  the  monetary  side. 
So  my  message  would  be  that  I  hope  you  are  paying  close  attention 
to  that.  I  hope  you  will  challenge  us  and  challenge  the  White 
House  to  an  ambitious  program  of  deficit  reduction  and  assure  the 
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White  House  and  assure  Congress  that  if  we  act,  we  won't  find  the 
Federal  Reserve  not  responding  in  an  appropriate  way  on  the  mon- 
etary side. 

Thank  you. 

Chairman  Sasser.  Thank  you,  Senator  Conrad. 

Dr.  Greenspan,  you  have  listened  to  all  of  us  very  patiently  here 
for  about  30  minutes,  and  we  would  be  pleased  to  hear  your  state- 
ment, comments  and  observations  today. 

STATEMENT  OF  DR.  ALAN  GREENSPAN,  CHAIRMAN,  BOARD  OF 
GOVERNORS  OF  THE  FEDERAL  RESERVE  SYSTEM 

Dr.  Greenspan.  Thank  you  very  much,  Mr.  Chairman  and  mem- 
bers of  the  committee. 

As  you  know,  the  Federal  Reserve  will  submit  its  semi-annual  re- 
port on  monetary  policy  to  the  Congress  in  just  a  few  weeks,  after 
our  upcoming  Federal  Open  Market  Committee  meeting.  At  that 
time,  I  will  be  in  a  position  to  address  more  specifically  our  expec- 
tations for  economic  growth  and  inflation,  and  the  ranges  of  money 
and  credit  expansion  that  we  anticipate  to  be  consistent  with  the 
achievement  of  our  goal  of  mamtaining  maximum  sustainable 
growth  in  the  economy,  by  fostering  a  stable,  noninflationary  finan- 
cial environment.  Under  the  circumstances,  my  opening  remarks 
this  afternoon  will  focus  primarily  on  identifying  the  major  ten- 
dencies visible  in  our  economy  today. 

The  available  data  suggest  that  economic  activity  has  been  in- 
creasing at  a  firmer  pace  of  late.  After  rising  at  only  about  IV2  per- 
cent annual  rate,  on  average,  over  the  first  five  quarters  of  the  ex- 
pansion, real  gross  domestic  product  increased  at  a  3.4  percent  rate 
in  the  third  quarter  and,  as  has  been  mentioned,  a  3.8  percent  rate 
in  the  quarter  ended  in  December. 

The  advance  estimate  of  the  Bureau  of  Economic  Analysis  pre- 
sumably will  be  revised,  as  it  always  is  in  one  way  or  another,  but 
I  think  we  can  expect  that  the  firm  expansion  that  the  data  show 
for  the  last  6  months  will  stay  in  place.  Meanwhile,  industrial  pro- 
duction posted  a  healthy  advance  over  the  final  3  months  of  1992, 
with  solid  growth  for  a  broad  range  of  industries. 

The  recent  news  on  the  inflation  front  also  has  been  quite  favor- 
able, as  businesses  have  continued  their  efforts  to  contain  produc- 
tion costs  and  boost  efficiency.  Although  a  number  of  economic  indi- 
cators are  distinctly  encouraging,  this  is  not  to  say  that  we  have 
clear  sailing  ahead.  As  I  indicated  when  I  appeared  before  this 
committee  last  January,  households  and  businesses  have  been 
struggling  to  redress  structural  imbalances  unparalleled  in  the 
postwar  world.  The  speculative  bidding  up  of  real  estate  and  other 
asset  prices  over  the  course  of  the  1980's  fostered  an  excessive  ac- 
cumulation of  debt  and  assets. 

The  subsequent  weakening  of  asset  prices  in  the  early  1990's  left 
the  balance  sheets  of  many  households  and  businesses  strained 
with  debt  overload.  Banks  and  other  intermediaries  that  had  fi- 
nanced the  buildup  suffered  losses  that  severely  eroded  capital. 
The  pressures  to  work  down  debt,  reinforced  by  understandably 
more  conservative  lending  practices,  slowed  economic  growth.  Some 
time  ago,  I  likened  these  pressures  to  head  winds  of  50  miles  per 
hour. 
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Those  head  winds  have  now  slackened  somewhat.  But  they  have 
not  disappeared.  The  process  of  balance  sheet  adjustment,  while 
becoming  less  of  a  restraint  on  the  economy,  will  doubtless  be  with 
us  for  some  time.  In  addition,  we  are  coping  with  a  sizable  re- 
trenchment in  the  area  of  national  defense.  And  although  U.S.  do- 
mestic demand  appears  to  be  improving,  many  of  our  key  trading 
partners  are  experiencing  disappointing  economic  performance. 
This  is  acting  as  a  drag  on  our  exports  and  our  output. 

Much  of  the  strength  suggested  by  the  incoming  U.S.  data  has 
been  in  the  consumer  sector.  The  speed-up  in  consumption  comes 
after  a  period  of  more  conservative  spending  behavior,  when  many 
households  seem  to  have  focused  on  paying  down  debts  and  shoring 
up  balance  sheets,  so  badly  pressured  by  the  events  of  recent  years. 

The  relative  strength  of  spending,  thus,  may  reflect  the  improve- 
ment that  has  been  achieved  to  date  in  the  financial  health  of 
households.  Debt-to-income  ratios  have  fallen  slightly,  and  debt 
servicing  burdens  have  declined  quite  noticeably,  in  large  part  be- 
cause of  reductions  in  interest  rates.  At  the  same  time,  the  value 
of  household  financial  assets  has  been  buoyed  by  the  rise  in  stock 
prices  last  year.  Moreover,  concerns  about  housing  prices,  which 
probably  were  a  key  reason  that  consumers  were  so  distressed  for 
much  of  the  past  few  years,  seem  to  have  lessened. 

The  strengthening  of  the  housing  market  also  may  be  important 
in  a  more  specific  way.  Sales  of  single-family  homes  have  picked  up 
and  when  existing  homes  are  sold,  the  capital  gains  that  usually 
have  been  accumulated  over  time  can  be  realized.  The  buyer  of  the 
home  typically  takes  out  a  mortgage  greater  than  that  paid  off  by 
the  seller.  The  difference  largely  reflects  the  realized  capital  gain 
of  the  seller  who  receives  unencumbered  cash,  only  part  of  which 
is  apparently  added  to  a  down  payment  on  a  subsequent  home  pur- 
chase. Such  cash  provides  the  seller  with  additional  liquid  funds  to 
spend  on  consumer  goods  and  services. 

History  suggests  that  this  is  just  what  has  been  happening.  The 
marked  rise  in  existing  home  sales  in  recent  months  has  added  to 
households'  purchasing  power  by  enabling  them  to  realize  capital 
gains  at  an  increasing  rate,  helping  to  fuel  the  growth  in  consumer 
spending.  Homeowners  also  have  an  opportunity  to  liquify  capital 
gains  when  refinancing  an  existing  mortgage,  and  refinancing 
surged  in  the  latter  part  of  1992. 

Realized  or  liquified  capital  gains  are  not  taken  account  of  in 
computation  of  the  official  savings  rate,  whose  recent  decline  there- 
fore probably  overstates  the  drop  in  the  flow  of  savings  as  per- 
ceived by  households.  However,  unless  home  sales,  mortgage  refi- 
nancing, and  the  associated  equity  extraction  continue  to  rise, 
there  is  a  limit  to  how  much  longer  this  factor  can  fuel  the  growth 
of  consumer  spending.  The  measured  personal  savings  rate  is  at  a 
relatively  low  level,  and  further  outsized  increases  in  consumption 
are  not  very  likely  in  the  absence  of  a  sustained  pickup  in  income 
growth. 

Consequently,  a  significant  consideration,  in  terms  of  the  outlook 
for  consumer  demand,  is  the  employment  picture.  The  optimism  re- 
vealed in  the  recent  surveys  of  consumer  attitudes  may  prove  fleet- 
ing, if  overall  labor  market  conditions  remain  subdued.  Indeed,  de- 
spite signs  of  modest  improvement  in  the  past  few  months,  since 
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the  recession  trough  in  March  1991,  employment  has  shown  essen- 
tially no  net  change  on  the  payroll  basis,  and  only  a  modest  in- 
crease on  the  household  basis. 

Of  course,  the  softness  in  employment  in  the  current  expansion 
is  partly  the  counterpart  of  another  development — namely,  a  dra- 
matic improvement  in  productivity.  Since  the  recession  ended  in 
early  1991,  productivity  has  grown  at  an  average  annual  rate  of 
about  2V2  percent,  a  better  than  expected  performance,  given  the 
relatively  slow  pace  of  the  economic  recovery  to  date. 

The  corporate  restructuring  and  downsizing  efforts  that  have 
been  associated  with  the  recent  productivity  gains  have  in  part 
been  a  response  to  the  profit  squeeze  that  emerged  during  the 
1990-91  recession.  They  also  have  been  spurred  by  increasing  costs 
of  health  insurance  and  other  fringe  benefits,  which  have  re- 
strained hiring  and  encouraged  a  surge  in  the  use  of  temporary 
workers. 

But  restructuring  also  seems  to  have  reflected  an  effort  to  cap- 
italize on  new  opportunities  for  greater  efficiency.  Although  we  can- 
not be  sure  how  or  why  these  opportunities  have  arisen,  I  suspect 
they  are  the  product  of  the  accelerating  advances  in  computer  soft- 
ware and  applications.  Past  large  accumulations  of  computer  hard- 
ware did  not  seem  to  have  the  expected  effects  on  productivity.  But 
a  new  synergy  of  hardware  and  software  applications  may  finally 
be  showing  through  in  a  significant  increase  in  labor  productivity. 

These  far-reaching  changes  in  the  production  processes  in  manu- 
facturing, and  in  the  means  by  which  services  are  produced  and 
distributed,  have  apparently  yet  to  run  their  course,  though  one 
must  assume  that  the  pace  of  restructuring  will  surely  slow.  Ac- 
cordingly, we  may  see  less  of  a  tapering  off  in  productivity  gains 
in  coming  quarters  than  past  cyclical  experience  would  suggest. 
That  prospect  is  highly  favorable  in  terms  of  the  longer-run  poten- 
tial output  of  the  economy  and  our  international  competitiveness, 
but  it  would  also  imply  some  continuing  adjustments  in  the 
workforce  in  the  near  term. 

The  push  to  acquire  state-of-the-art  technology  has  also  been  pro- 
viding a  discernible  thrust  to  capital  spending  in  recent  quarters — 
and  likely  will  continue  to  do  so.  Real  outlays  for  office  and  com- 
puting equipment  have  soared,  as  firms  continue  the  transition  to 
the  more  powerful  and  cost-effective  machines  that  are  now  avail- 
able, and  purchases  of  communications  equipment  continue  to  be 
boosted  by,  among  other  things,  the  shift  to  fiber-optic  networks. 
Demand  for  other  more  traditional  types  of  equipment  now  appears 
to  be  growing  as  well.  The  improved  pace  of  economic  expansion 
has  doubtless  lifted  sales  expectations,  and  the  marked  increases 
in  profits  and  cash  flow  over  the  past  year  are  providing  funds  for 
new  purchases. 

Problems,  however,  remain  in  a  number  of  areas,  though  with 
some  lessening  of  concern.  Chief  among  them  are  the  ongoing  dif- 
ficulties in  the  credit  area.  Depressed  demand  is  doubtless  the 
major  explanation  for  weak  loan  growth  at  banks  and  many  other 
intermediaries.  However,  increased  regulation  presumably  also  has 
played  a  role.  Moreover,  lenders  seeking  to  protect  their  capital  po- 
sitions have  been  extremely  cautious.  Although  they  seem  to  have 
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stopped  tightening  credit  terms,  a  significant  easing  is  not  yet  evi- 
dent. 

Commercial  real  estate  has  accounted  for  much  of  the  asset  qual- 
ity problems  at  financial  institutions.  Until  real  estate  values  clear- 
ly stabilize,  banks  and  other  intermediaries  are  not  apt  to  become 
substantially  more  eager  lenders.  The  liquidity  of  real  estate  mar- 
kets remains  impaired,  and  lenders  are  uncertain  about  the  value 
of  collateral  and  the  appropriate  level  of  reserves  against 
nonperforming  loans.  The  risk  that  further  reserving  may  be  nec- 
essary has  led  banks  to  bolster  book  capital,  widen  lending  mar- 
gins, and  approach  new  credits  with  caution. 

It  is  not  necessary  for  real  estate  values  to  rise  to  reduce  this 
risk,  but  lenders  need  to  be  more  confident  that  prices  will  not  con- 
tinue to  fall  and  that,  if  necessary,  they  can  sell  collateral  expedi- 
tiously at  reasonably  predictable  rates  and  prices.  While  there  are 
some  initial  signs  that  commercial  real  estate  markets  in  some  re- 
gions are  finding  a  bottom,  uncertainty  remains  high. 

Having  accumulated  substantial  liquid  assets  and  rebuilt  capital, 
banks  seem  well-positioned  to  meet  increased  loan  demand,  espe- 
cially once  collateral  uncertainty  diminishes.  Endeavors  by  both 
the  Resolution  Trust  Corporation  and  private  parties  to  encourage 
the  development  of  a  secondary  market  in  commercial  mortgages 
will  help  liquify  the  market  in  commercial  real  estate  itself.  How- 
ever, should  problems  in  commercial  real  estate  persist,  credit  con- 
ditions for  small  and  riskier  business  may  ease  only  gradually  for 
some  time. 

Soft  property  prices,  engendered  by  high  vacancy  rates  and  slug- 
gish demand  for  space,  are  likely  to  continue  to  restrain  commer- 
cial construction  spending  in  1992,  and  the  prospects  for  multifam- 
ily  housing  are  not  much  better.  In  addition,  budgetary  pressures 
on  State  and  local  governments  remain  intense. 

Meanwhile,  we  must  continue  to  work  through  the  sizable  adjust- 
ment in  military  spending  that  has  been  under  way  since  the  late 
1980's.  In  addition,  our  export  performance  is  being  restrained  by 
developments  abroad.  Countries  that  earlier  had  been  growing  at 
least  moderately  have  shown  clear  signs  of  slower  growth,  or  out- 
right declines,  in  economic  activity.  In  both  Germany  and  Japan, 
real  output  fell  for  part  of  1992,  and  growth  for  the  year  as  a  whole 
was  substantially  less  than  in  1991.  Many  of  the  other  countries 
of  continental  Europe  have  recorded  only  weak  growth.  And  in 
Canada  and  the  United  Kingdom,  signs  of  recovery  from  prolonged 
recession  have  ranged  between  weak  and  elusive. 

For  the  coming  year,  the  objectives  of  monetary  policy  in  the 
United  States  remain  unchanged:  We  are  seeking  to  foster  finan- 
cial conditions  that  will  encourage  maximum  sustainable  growth  in 
the  economy. 

As  I,  and  my  colleagues  have  stressed,  a  noninflationary  environ- 
ment is  a  precondition  to  such  a  goal.  For  the  coming  year,  we  will 
continue  playing  a  constructive  role  in  supporting  an  extension  of 
the  recent  more  hopeful  signs  of  solid  growth,  while  endeavoring  to 
avoid  any  excesses  that  might  lead  to  a  flare-up  of  inflationary 
pressures  down  the  road.  Such  a  course  will  help  the  economy 
emerge  from  the  financial  difficulties  of  recent  years,  maintain  the 
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progress  toward  price  stability  that  has  been  achieved  thus  far,  and 
thereby  promote  a  sustainable  economic  expansion. 

Thank  you  very  much,  Mr.  Chairman.  I  would  appreciate  if  my 
full  remarks  were  included  for  the  record. 

Chairman  Sasser.  Thank  you  very  much,  Chairman  Greenspan. 
Your  full  remarks  will  be  included  in  the  record. 

[The  prepared  statement  of  Dr.  Greenspan  follows:] 

PREPARED  STATEMENT  OF  DR.  ALAN  GREENSPAN 

Mr.  Chairman  and  members  of  the  Committee,  as  you  know,  the  Federal  Reserve 
will  submit  its  semiannual  report  on  monetary  policy  to  the  Congress  in  just  a  few 
weeks,  after  our  upcoming  Federal  Open  Market  Committee  meeting.  At  that  time, 
I  will  be  in  a  position  to  address  more  specifically  our  expectations  for  economic 
growth  and  inflation,  and  the  ranges  of  money  and  credit  expansion  that  we  antici- 
pate to  be  consistent  with  the  achievement  of  our  goal  of  maintaining  maximum 
sustainable  growth  in  the  economy,  by  fostering  a  stable,  noninflationary,  financial 
environment.  Under  the  circumstances,  my  opening  remarks  this  morning  will  focus 
primarily  on  identifying  the  major  tendencies  visible  in  our  economy  today. 

The  available  data  suggest  that  economic  activity  has  been  increasing  at  a  firmer 
pace  of  late.  After  rising  at  only  about  a  IV2  percent  annual  rate,  on  average,  over 
the  first  five  quarters  of  the  expansion,  real  gross  domestic  product  increased  at 
about  a  3.4  percent  rate  in  the  third  quarter  of  1992.  The  advance  estimate  of  the 
Bureau  of  Economic  Analysis  for  fourth-quarter  growth,  which  is  scheduled  for  re- 
lease this  morning,  is  expected  by  many  analysts  to  show  a  substantial  gain  as  well. 
Meanwhile,  industrial  production  posted  a  healthy  advance  over  the  final  three 
months  of  1992,  with  solid  growth  for  a  broad  range  of  industries. 

The  recent  news  on  the  inflation  front  also  has  been  quite  favorable,  as  businesses 
have  continued  their  efforts  to  contain  production  costs  and  boost  efficiency.  All  told, 
the  increase  in  the  consumer  price  index  excluding  food  and  energy— a  measure  that 
is  widely  used  as  a  rough  proxy  for  the  underlying  trend  of  inflation — was  just  3.3 
percent  over  the  twelve-month  period  ending  in  December,  a  full  percentage  point 
less  than  during  1991. 

Although  a  number  of  economic  indicators  are  distinctly  encouraging,  this  is  not 
to  say  that  we  have  clear  sailing  ahead.  As  I  indicated  when  I  appeared  before  this 
Committee  last  January,  households  and  businesses  have  been  struggling  to  redress 
structural  imbalances  unparalleled  in  the  postwar  world.  The  speculative  bidding  up 
of  real  estate  and  other  asset  prices  over  the  course  of  the  1980s  fostered  an  exces- 
sive accumulation  of  debt  and  assets.  The  subsequent  weakening  of  asset  prices  in 
the  early  1990s  left  the  balance  sheets  of  many  households  and  businesses  strained 
with  debt  overload.  Banks  and  other  intermediaries  that  had  financed  the  buildup 
suffered  losses  that  severely  eroded  capital.  The  pressures  to  work  down  debt,  rein- 
forced by  understandably  more  conservative  lending  practices,  slowed  economic 
growth.  Some  time  ago,  I  likened  these  pressures  to  headwinds  of  50  miles  per  hour. 

Those  headwinds  have  now  slackened!  somewhat.  But  they  have  not  disappeared. 
The  process  of  balance  sheet  adjustment,  while  becoming  less  of  a  restraint  on  the 
economy,  will  doubtless  be  with  us  for  some  time.  In  addition,  we  are  coping  with 
a  sizable  retrenchment  in  the  area  of  national  defense.  And,  although  U.S.  domestic 
demand  appears  to  be  improving,  many  of  our  key  trading  partners  are  experiencing 
disappointing  economic  performance.  This  is  acting  as  a  drag  on  our  exports  and  our 
output. 

Much  of  the  strength  suggested  by  the  incoming  U.S.  data  has  been  in  the 
consumer  sector.  The  speed-up  in  consumption  comes  after  a  period  of  more  conserv- 
ative spending  behavior,  when  many  households  seem  to  have  focused  on  paying 
down  debts  and  snoring  up  balance  sheets,  so  badly  pressured  by  the  events  of  re- 
cent years.  The  relative  strength  of  spending,  thus,  may  reflect  the  improvement 
that  has  been  achieved  to  date  in  the  financial  health  of  households.  Debt-to-income 
ratios  have  fallen  slightly,  and  debt  servicing  burdens  have  declined  quite  notice- 
ably, in  large  part  because  of  the  reductions  in  interest  rates.  At  the  same  time, 
the  value  of  household  financial  assets  has  been  buoyed  by  the  rise  in  stock  prices 
last  year.  Moreover,  concerns  about  housing  prices,  which  probably  were  a  key  rea- 
son that  consumers  were  so  distressed  for  much  of  the  past  few  years,  seem  to  have 
lessened. 

The  strengthening  of  the  housing  market  also  may  be  important  in  a  more  specific 
way.  Sales  of  single-family  homes  nave  picked  up  and  when  existing  homes  are  sold, 
the  capital  gains  that  usually  have  accumulated  over  time  can  lbe  realized.  The 
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bui^er  ^Lthe  home  tvPicaUy  take8  out  a  mortgage  greater  than  that  paid  off  by  the 
seller.  The  difference  largely  reflects  the  realized  capital  gain  of  the  seller  who  re- 
ceives unencumbered  cash,  only  part  of  which  is  apparently  added  to  a  down  pay- 
ment on  a  subsequent  home  purchase.  Such  cash  provides  the  seller  with  additional 
liquid  funds  to  spend  on  consumer  goods  and  services. 

History  suggests  that  this  is  just  what  has  been  happening.  The  marked  rise  in 
existing  home  sales  in  recent  months  has  added  to  households'  purchasing  power 
by  enabling  them  to  realize  capital  gains  at  an  increasing  rate,  helping  to  fuel  the 
growth  in  consumer  spending.  Homeowners  also  have  an  opportunity  to  liquify  cap- 
ital gains  when  refinancing  an  existing  mortgage,  and  refinancing  surged  in  the  lat- 
ter part  of  1992.  Realized  or  liquified  capital  gains  are  not  taken  account  of  in  com- 
putation of  the  official  saving  rate,  whose  recent  decline  therefore  probably  over- 
states the  drop  in  the  flow  of  saving  as  perceived  by  households.  However,  unless 
home  sales,  mortgage  refinancing,  and  the  associated  equity  extraction  continue  to 
rise,  there  is  a  limit  to  how  much  longer  this  factor  can  fuel  the  growth  of  consumer 
spending.  The  measured  personal  saving  rate  is  at  a  relatively  low  level,  and  further 
outsizea  increases  in  consumption  are  not  very  likely  in  the  absence  of  a  sustained 
pickup  in  income  growth. 

Consequently,  a  significant  consideration,  in  terms  of  the  outlook  for  consumer  de- 
mand, is  the  employment  picture.  The  optimism  revealed  in  the  recent  surveys  of 
consumer  attitudes  may  prove  fleeting  if  overall  labor  market  conditions  remain 
subdued.  Indeed,  despite  signs  of  modest  improvement  in  the  past  few  months,  since 
the  recession  trough  in  March  1991,  employment  has  shown  essentially  no  net 
change  on  the  payroll  basis,  and  only  a  modest  increase  on  the  household  basis. 

Of  course,  the  softness  in  employment  in  the  current  expansion  is  partly  the  coun- 
terpart of  another  development— namely,  a  dramatic  improvement  in  productivity. 
Since  the  recession  ended  in  early  1991,  productivity  has  grown  at  an  average  an- 
nual rate  of  about  2V2  percent,  a  better  than  expected  performance  given  the  rel- 
atively slow  pace  of  the  economic  recovery  to  date. 

The  corporate  restructuring  and  downsizing  efforts  that  have  been  associated  with 
the  recent  productivity  gains  have  in  part  been  a  response  to  the  profit  squeeze  that 
emerged  during  the  1990-91  recession.  They  also  have  been  spurred  by  increasing 
costs  of  health  insurance  and  other  fringe  benefits,  which  have  restrained  hiring 
and  encouraged  a  surge  in  the  use  of  temporary  workers.  But  restructuring  also 
seems  to  have  reflected  an  effort  to  capitalize  on  new  opportunities  for  greater  effi- 
ciency. Although  we  cannot  be  sure  how  or  why  these  new  opportunities  have  aris- 
en, I  suspect  they  are  the  product  of  the  accelerating  advances  in  computer  software 
and  applications.  Past  large  accumulations  of  computer  hardware  did  not  seem  to 
have  the  expected  effects  on  productivity.  But  a  new  synergy  of  hardware  and  soft- 
ware applications  may  finally  be  showing  through  in  a  significant  increase  in  labor 
productivity. 

These  far-reaching  changes  in  the  production  processes  in  manufacturing,  and  in 
the  means  by  which  services  are  produced  and  distributed,  have  apparently  yet  to 
run  their  course,  though  one  must  assume  that  the  pace  of  restructuring  will  surely 
slow.  Accordingly,  we  may  see  less  of  a  tapering  off  inproductivity  gains  in  coming 
quarters  than  past  cyclical  experience  would  suggest.  That  prospect  is  highly  favor- 
able in  terms  of  the  longer-run  potential  output  of  the  economy  and  our  inter- 
national competitiveness,  but  it  would  also  imply  some  continuing  adjustments  in 
the  work  force  in  the  near  term. 

The  push  to  acquire  state-of-the-art  technology  has  also  been  providing  a  discern- 
ible thrust  to  capital  spending  in  recent  quarters — and  likely  will  continue  doing  so. 
Real  outlays  for  office  and  computing  equipment  have  soared,  as  firms  continue  the 
transition  to  the  more  powerful  and  cost-effective  machines  that  are  now  available, 
and  purchases  of  communications  equipment  continue  to  be  boosted  by,  among  other 
things,  the  shift  to  fiber-optic  networks.  Demand  for  other,  more  traditional  types 
of  equipment  now  appears  to  be  growing  as  well.  The  improved  pace  of  economic 
expansion  has  doubtless  lifted  sales  expectations,  and  the  marked  increases  in  prof- 
its and  cash  flow  over  the  past  year  are  providing  funds  for  new  purchases. 

Problems,  however,  remain  in  a  number  of  areas,  though  witn  some  lessening  of 
concern.  Chief  among  them  are  the  ongoing  difficulties  in  the  credit  area.  Depressed 
demand  is  doubtless  the  major  explanation  for  weak  loan  growth  at  banns  and 
many  other  intermediaries.   However,  increased  regulation  presumably  has  also 

Elayed  a  role.  Moreover,  lenders,  seeking  to  protect  their  capital  positions,  have 
een  extremely  cautious.  Although  they  seem  to  have  stopped  tightening  credit 
terms,  a  significant  easing  is  not  yet  evident. 

Commercial  real  estate  has  accounted  for  much  of  the  asset  quality  problems  at 
financial  institutions.  Until  real  estate  values  clearly  stabilize,-  banks  and  other 
intermediaries  are  not  apt  to  become  substantially  more  eager  lenders.  The  liquidity 
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of  real  estate  markets  remains  impaired,  and  lenders  are  uncertain  about  the  value 
of  collateral  and  the  appropriate  level  of  reserves  against  nonperforming  loans.  The 
risk  that  further  reserving  may  be  necessary  has  led  banks  to  bolster  book  capital, 
widen  lending  margins,  and  approach  new  credits  with  caution.  It  is  not  necessary 
for  real  estate  values  to  rise  to  reduce  this  risk,  but  lenders  need  to  be  more  con- 
fident that  prices  will  not  continue  to  fall  and  that,  if  necessary,  they  can  sell  collat- 
eral expeditiously  at  reasonably  predictable  rates  and  prices.  While  there  are  some 
initial  signs  that  commercial  real  estate  markets  in  some  regions  are  finding  a  bot- 
tom, uncertainty  remains  high.  Having  accumulated  substantial  liquid  assets  and 
rebuilt  capital,  banks  seem  well-positioned  to  meet  increased  loan  demand,  espe- 
cially once  collateral  uncertainty  diminishes.  Endeavors  by  both  the  Resolution 
Trust  Corporation  and  private  parties  to  encourage  the  development  of  a  secondary 
market  in  commercial  mortgages  will  help  liquify  the  market  in  commercial  real  es- 
tate itself.  However,  should  problems  in  commercial  real  estate  persist,  credit  condi- 
tions for  small  and  riskier  business  may  ease  only  gradually  for  some  time. 

Soft  property  prices,  engendered  by  high  vacancy  rates  and  sluggish  demand  for 
space,  are  likely  to  continue  to  restrain  commercial  construction  spending  in  1993, 
and  the  prospects  for  multifamily  housing  are  not  much  better.  In  addition,  budg- 
etary pressures  on  state  and  local  governments  remain  intense. 

In  addition,  our  export  performance  is  being  restrained  by  developments  abroad. 
Countries  that  earlier  had  been  growing  at  least  moderately  have  shown  clear  signs 
of  slower  growth,  or  outright  declines,  in  economic  activity.  In  both  Germany  and 
Japan,  real  output  fell  for  part  of  1992,  and  growth  for  the  year  as  a  whole  was 
substantially  less  than  in  1991.  Many  of  the  other  countries  of  continental  Europe 
have  recorded  only  weak  growth.  And  in  Canada  and  the  United  Kingdom,  signs 
of  recovery  from  prolonged  recession  have  ranged  between  weak  and  elusive. 

Foreign  officials  have  reacted  to  these  developments  with  measures  intended  to 
boost  spending  and  to  promote  recovery.  In  Japan,  official  interest  rates  have  been 
lowered  nearly  3  percentage  points  since  the  start  of  1991,  and  a  supplementary 
budget  of  additional  government  spending  has  just  been  passed.  In  Germany,  the 
choice  of  policy  steps  has  been  complicated  by  the  special  circumstances  associated 
with  the  massive  task  of  unifying  the  economies  of  eastern  and  western  Germany. 
Monetary  conditions  have  been  eased  somewhat,  but  continued  rapid  money  growth 
and  persistent  inflation  have  made  officials  cautious.  In  the  other  European  coun- 
tries tied  to  Germany  through  the  exchange  rate  commitments  of  the  European 
Monetary  System,  scope  for  aggressive  monetary  easing  has  been  limited.  This  has 
led  some  countries  to  relax  that  commitment,  at  least  for  a  time,  and  to  ease  mone- 
tary policy. 

I  will,  of  course,  be  discussing  Federal  Reserve  monetary  policy  in  detail  when  I 
present  the  System's  Humphrey-Hawkins  Report  to  the  Congress  next  month.  How- 
ever, let  me  comment  briefly  on  an  issue  that  has  arisen  recently  with  regard  to 
the  ranges  for  monetary  growth  in  1993.  The  issue,  as  I  indicated  in  my  letter  to 
you,  Mr.  Chairman,  earlier  this  month  (attached),  is  that  an  unusual  portion  of  ag- 
gregate spending  has  continued  to  be  financed  by  credit  granted  outside  of  banks 
and  other  depositories — evidently  a  side  effect  of  the  process  of  the  balance  sheet 
restructuring  that  I  referred  to  earlier.  Should  the  phenomenon  persist  in  1993,  it 
implies  that  growth  in  M2  consistent  with  our  broader  economic  objectives  would 
be  slower  than  indicated  by  normal  historical  relationships  of  money  and  spending — 
and  that  a  technical  adjustment  to  our  monetary  growth  ranges  might  thus  be  in 
order.  That  assessment  is  wholly  technical  and  should  not  be  interpreted  as  indic- 
ative of  any  change  in  monetary  policy  per  se.  Partly  in  view  of  these  developments, 
the  Federal  Reserve  can  not  rely  exclusively  on  money  supply  growth  relative  to  its 
targets  in  formulating  monetary  policy.  In  any  event,  the  Federal  Open  Market 
Committee  will  reexamine  this  issue,  along  with  other,  broader  consideration,  when 
it  meets  next  week  to  set  monetary  policy  goals  for  1993. 

Regardless  of  the  specific  ranges  established  for  the  growth  of  money  and  credit 
over  the  coming  year,  the  objectives  of  monetary  policy  remain  unchanged:  We  are 
seeking  to  foster  financial  conditions  that  will  encourage  maximum  sustainable 
growth  in  the  economy.  As  I,  and  my  colleagues,  have  stressed,  a  noninflationary 
environment  is  a  precondition  to  such  a  goal.  For  the  coming  year  we  will  continue 
playing  a  constructive  role  in  supporting  an  extension  of  the  recent  more  hopeful 
signs  of  solid  growth,  while  endeavoring  to  avoid  any  excesses  that  might  lead  to 
a  flare-up  of  inflationary  pressures  down  the  road.  Such  a  course  will  help  the  econ- 
omy emerge  from  the  financial  difficulties  of  recent  years,  maintain  the  progress  to- 
ward price  stability  that  has  been  achieved  thus  far,  and  thereby  promote  a  sustain- 
able economic  expansion. 
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Board  of  Governors  of  the  Federal  Reserve  System, 

Washington,  D.C.,  January  8,  1993. 
Hon.  Jim  Sasser, 

Chairman,  Committee  on  the  Budget,  U.S.  Senate,  Washington,  D.C. 
Dear  Mr.  Chairman: 

I  appreciate  having  your  views  on  the  Federal  Reserve's  M2  money  supply  target 
for  1993.  I  want  to  emphasize  that  the  issues  I  was  addressing  in  my  letter  to 
Chairman  Gonzalez  were  wholly  technical  in  nature.  In  discussing  possible  reduc- 
tions in  the  ranges,  I  was  not  signalling  any  lessening  in  the  Federal  Reserve's  com- 
mitment to  fostering  financial  conditions  most  conducive  to  the  sustained  expansion 
of  the  U.S.  economy  with  the  highest  possible  levels  of  employment  and  output  over 
time.  Nor  was  I  endeavoring  to  indicate  any  change  in  monetary  policy  per  se. 

My  observations  were  directed  solely  at  the  statistical  problems  we  are  having 
with  our  supply  aggregate  measures,  and  their  ability  to  appropriately  track  devel- 
opments in  the  economy.  That  relationship  is  best  represented  by  M2  velocity  (the 
rate  of  money  turnover,  or  nominal  GDP  divided  by  M2).  This  ratio  increased  sub- 
stantially in  1992,  despite  continued  declines  in  market  interest  rates,  which  usu- 
ally are  associated  with  falling  velocity  (see  chart).  Through  the  first  three  quarters 
of  1992  nominal  spending  increased  at  around  a  5  percent  annual  rate,  while  M2 
rose  at  only  IV2  percent  rate.  A  further  increase  is  indicated  for  the  fourth  quarter 
of  1992. 

We  believe  that  these  extraordinary  increases  in  velocity  reflect  changes  in  the 
way  spending  is  being  financed.  In  response  to  the  stresses  of  recent  years,  lenders 
and  borrowers  have  taken  steps  to  strengthen  their  financial  situations.  In  the  proc- 
ess, they  have  emphasized  rebuilding  capital,  paying  down  debt,  and  raising  funds 
in  longer-term  debt  and  equity  markets.  A  side  effect  of  this  restructuring  is  that 
spending  has  been  financed  to  an  unusual  degree  outside  of  banks  and  other  deposi- 
tories, whose  liabilities  constitute  the  bulk  of  the  monetary  aggregates.  As  a  coun- 
terpart, induced  by  higher  yields,  savers  have  channelled  funds  directly  to  borrowers 
via  investments  in  longer-term  debt  and  equity.  This  means  that  M2  and  M3  as 
ways  of  financing  economic  activity  are  being  replaced  in  part  by  alternative  financ- 
ing vehicles  without  impairing  the  economy's  growth  potential.  The  statistical  result 
is  that  M2  and  M3  velocities  have  risen;  another  is  that  we  are  making  significant 
progress  toward  more  comfortable  financial  conditions,  which  will  help  to  support 
economic  expansion.  Still,  it  is  unlikely  that  this  process  has  reached  an  end,  and 
its  continuing  influence  on  the  statistically  measured  velocities  of  M2  and  M3  will 
have  to  be  taken  into  account  by  the  Federal  Open  Market  Committee  when  it  con- 
siders the  1993  ranges  in  February. 

I  will  be  circulating  your  letter  to  the  other  FOMC  members  so  they  will  be  fully 
aware  of  your  views  when  they  consider  the  ranges  at  their  next  meeting.  I  am  en- 
closing a  staff  study  of  M2  velocity  behavior,  and  would  be  pleased  to  have  our  staff 
brief  you  or  your  staff  on  the  technical  reasons  for  the  ongoing  statistical  increases 
in  M2  velocity.  I  hope  you  have  found  these  comments  useful. 
Sincerely 

Alan  Greenspan, 

Chairman. 

Enclosure 

Chairman  Sasser.  Mr.  Chairman,  I  listened  very  carefully  to 
your  very  thoughtful  statement  today  and  I  want  to  ask  you  at 
least  two  questions  about  that. 

Before  getting  into  that,  I  alluded  in  my  opening  statement  to 
the  summit  agreement  that  was  entered  into  between  the  Congress 
and  the  Bush  administration  in  1990  in  which  we  sought  to  reduce 
the  Federal  deficit  by  some  $480  billion  over  5  years,  and  it  was 
our  thought  at  that  time  and  the  calculation  of  some,  at  least,  that 
by  1995  the  budget  would  be  very  close  to  balanced. 

That  has  not  happened,  and  as  we  look  into  the  outyears  now, 
1995  and  beyond,  we  see  the  deficits  going  up,  instead  of  coming 
down  and  reaching  balance  as  we  had  anticipated.  So  we  find  our- 
selves now  in  a  scenario  where  we  appear  to  be  moving  in  the  same 
direction  we  did  in  1990,  and  that  is  the  Congress  and  the  adminis- 
tration poised  once  again  to  take  some  significant  actions  to  reduce 
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the  deficit,  and  by  significant  actions,  I  mean  a  more  restrained  fis- 
cal policy  over  the  near  term  and  the  long  term. 

We  are  going  to  go  about  the  business  of  trying  to  come  up  with 
a  plan  to  make  a  dent  in  these  massive  budget  deficits,  I  predict, 
and  put  us  once  again  on  the  track  we  hope  to  reducing  the  deficits 
very  significantly. 

Now,  my  question  to  you,  Dr.  Greenspan,  is  what  kind  of  role 
should  the  Federal  Reserve  be  playing,  as  we  in  the  Congress  and 
the  new  administration  attempt  in  the  coming  months  to  impose  a 
more  austere  fiscal  policy  on  the  government  of  the  United  States 
and  try  to  move  more  clearly  in  the  direction  of  deficit  reduction? 

Dr.  Greenspan.  Mr.  Chairman,  the  goal  of  significant  reduction 
in  the  deficit,  especially  over  the  long  run,  in  my  judgment,  is  cru- 
cial. As  I  said  before  this  committee  on  numerous  occasions,  the 
current  services  budget  on  the  spending  side  increases  at  a  rate  in 
excess  of  the  tax  base,  especially  beyond  1995,  after  the  military  re- 
duction runs  toward  completion  and  the  savings  and  loan  budget 
effects  begin  to  fade  out.  That  means  if  you  are  going  to  close  the 
deficit  from  the  tax  side  only,  you  have  to  raise  taxes  every  year, 
and  it  is  very  obvious  that  at  some  point  that  becomes  extremely 
counterproductive  and,  consequently,  is  not  a  solution.  It  fun- 
damentally means  that  there  has  got  to  be  a  very  substantial  ad- 
dressing of  the  expenditure  side,  to  bring  it  down  to  the  level  of  the 
growth  in  the  tax  base  or  you  run  into  very  significant  arithmetical 
pressures. 

But  I  certainly  acknowledge  that,  in  the  event  that  we  succeed 
in  squeezing  down  the  budget  from  the  extraordinarily  large  and 
very  disturbingly  accelerating  deficits  that  we  have  seen  in  the 
most  recent  forecasts,  the  effect  on  the  economy  will  be,  as  econo- 
mists like  to  use  the  term,  fiscal  drag.  And  to  the  extent  that  what- 
ever is  put  forward  now  for  the  long  run  is  perceived  to  be  credible, 
then  we  are  in  a  situation  where  presumably  long-term  interest 
rates  will  fall. 

There  is  no  stronger  stimulus  to  this  type  of  economy,  the  type 
we  are  looking  at  right  now,  than  a  further  decline  in  long-term  in- 
terest rates.  This  is  not  the  type  of  economy  we  saw  in  most  of  the 
post-World  War  II  period.  This  is  one  in  which  we  have  had  a  very 
extraordinary  balance  sheet  problem  which  I  have  discussed  before 
you  on  numerous  occasions,  and  it  is  very  readily  demonstrable 
that  the  lower  mortgage  rates  go,  the  greater  the  turnover  in 
homes  and  other  collateral  industries,  and  that  is  a  far  greater 
stimulus  than  anything  government  can  do. 

But  if  we  begin  to  see  fiscal  drag  of  significant  proportions  as  a 
consequence  of  the  pressure  of  the  deficit  coming  down,  which  will 
manifest  itself  in  credit  pressures,  it  will  be  certainly  the  job  of  the 
Federal  Reserve  to  respond  to  that.  And  I  would  suspect  that  if  we 
are  looking  at  a  set  of  pressures  in  1995,  1996  and  1997  that  are 
really  working  their  way  down,  it  is  fairly  apparent  that  monetary 
policy  will  be  addressing  and  should  be  addressing  those  pressures 
in  those  years.  And  to  the  extent  that,  in  the  short  run,  there  is 
a  significant  decline  in  long-term  interest  rates,  if  the  markets  per- 
ceive that  there  is  a  credible  budget  that  has  been  hard-wired,  so 
to  speak,  into  legislation,  then  obviously  monetary  policy  would  ad- 
just to  that  fact,  as  well. 
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It  is  a  very  complex  set  of  relationships  which  we  are  struggling 
with,  but  our  goal,  as  I  indicated  in  my  prepared  remarks,  is  essen- 
tially to  support  maximum  economic  growth  that  is  sustainable, 
and  it  is  very  important  to  emphasize  that  we  wish  to  avoid  the 
stop-go  type  of  economies  which  regrettably  too  often  have  charac- 
terized us  in  the  past.  And  the  appropriate  policies  to  meet  that 
goal  are  not  easy  to  craft.  This  is  a  very  complex  economy  we  are 
looking  at,  especially  in  recent  years,  but  that,  is  our  goal  and  what 
we  will  endeavor  to  do.  And,  in  my  judgment,  that  does  not  differ, 
as  I  understand  it,  from  the  goal  that  the  new  President  is  carrying 
forward  into  his  program. 

Chairman  Sasser.  Dr.  Greenspan,  we  see  now  that  long-term 
bond  rates  are  stable  and  have  been  stable  for  some  time.  We  see 
inflation  at  a  very  low  level  in  the  economy.  If  memory  serves  me 
correctly,  it  is  at  the  3-percent  level  for  1992  or  1993,  and  predicted 
by  the  Congressional  Budget  Office  to  decline  even  further,  using 
the  CPI  down  to  the  2.7-percent  level. 

Now,  given  that  scenario  of  the  stable  long-term  bond  rates,  in- 
flation at  a  very  low  level  and  predicted  to  come  down,  it  would  ap- 
pear to  me  that  the  table  is  set  for  the  Fed  to  move  in,  in  the  event 
that  we  move  down  the  road  of  an  austere  fiscal  policy,  to  come 
with  a  monetary  policy  expansive  enough  to  keep  this  economy  in 
a  recovery  mode.  When  I  say  in  a  recovery  mode,  in  my  view,  we 
need  to  have  sustained  growth  of  at  least  3  percent,  I  think  in  ex- 
cess of  3  percent  over  the  next  2  to  2Vz  years,  if  we  are  going  to 
make  any  real  progress  on  dealing  with  this  deficit. 

Dr.  Greenspan.  Mr.  Chairman,  remember  that  the  actual  fiscal 
drag  in  most  of  the  long-term  proposals  for  reducing  the  deficit  oc- 
curs in  the  outyears.  It  doesnt  affect  the  economy  right  now,  so 
there  is  no  need  for  an  immediate  response  of  monetary  policy  for 
fiscal  drag  at  this  point,  but  it  might  be  required  at  some  later 
date,  certainly. 

Chairman  Sasser.  If  I  might  just  inquire  of  you  on  that  whole 
question  of  fiscal  drag,  Dr.  Greenspan,  we  are  experiencing  and 
have  been  experiencing  a  fiscal  drag  which  some  have  calculated 
to  be  in  excess  of  $60  to  $70  billion  a  year  as  a  result  of  the  austere 
fiscal  policies  that  State  and  local  governments  have  been  following 
during  this  recession,  as  their  revenues  have  declined  precipitously, 
just  as  they  have  declined  at  the  Federal  level. 

Now,  are  you  taking  into  calculation  the  fiscal  drag  that  is  occa- 
sioned by  local  governments,  when  we  get  into  this  subject  of  fiscal 
drag?  Because  my  point  is,  it  is  clearly  present  now  with  regard  to 
what  State  and  local  governments  are  doing  and  have  been  doing, 
at  least  the  last  2  or  3  years. 

Dr.  Greenspan.  That  is  correct.  One  of  the  reasons  why  we  have 
brought  short-term  interest  rates  down  from  almost  10  percent  to 
3  percent  is  our  awareness  of  a  number  of  these  forces  which  have 
been  compressing  on  the  economy.  It  is  not  as  though  we  haven't 
moved.  We  have  moved  very  substantially  in  historic  terms,  and 
one  of  the  reasons  is,  as  you  point  out,  that  the  extraordinary  pres- 
sures on  State  and  local  governments  have  significantly  reduced 
the  thrust  of  economic  activity  in  recent  years. 

Chairman  Sasser.  Well,  let  me  defer  to  some  of  my  colleagues 
at  this  juncture. 
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Senator  Domenici? 

Senator  Domenici.  Thank  you,  Mr.  Chairman. 

Chairman  Greenspan,  I  think  I  read  you  right  that  something  is 
very  different  about  the  American  economy  today,  when  you  have 
had  sustained  growth  like  we  have  had,  with  3.8  percent  GDP 
growth  in  the  fourth  quarter,  and  previous  to  that,  3.4  percent.  The 
inordinate  and  different  thing  about  these  times  is  that  is  not  being 
accompanied  by  a  significant  number  of  new  jobs,  is  that  correct? 

Dr.  Greenspan.  That  is  correct,  Senator. 

Senator  Domenici.  You  have,  in  your  capacity,  looked  at  that 
and  you  gave  us  some  things  you  see  in  the  economy  that  have  con- 
tributed, such  as  an  inordinate  amount  of  part-time  work,  an  inor- 
dinate amount  of  overtime  work,  and  other  things  that  are  mitigat- 
ing against  hiring  full-time  workers.  You  have  also  given  us  a  num- 
ber of  other  ones.  Also,  your  various  Federal  Reserve  Banks  around 
the  country,  in  the  Federal  Reserve's  beige  book,  have  relayed  to 
you  what  business  people  think.  I  read  that  they  are  saying  one  of 
the  big  inhibitors  to  job  growth  is  the  increasing  health  care  costs, 
especially  to  small  business.  Is  that  correct? 

Dr.  Greenspan.  That  is  correct,  Senator. 

Senator  Domenici.  Now,  you  have  also  told  us  that  we  ought  to 
fix  our  fiscal  policy.  If  I  understood  you  correctly,  you  said  that 
when  you  look  at  this  deficit,  it  is  not  a  deficit  that  is  constant.  It 
is  a  deficit  that  is  going  to  continue  to  go  up,  unless  major  policy 
changes  occur  to  bring  it  down.  From  that  you  have  concluded — I 
have  other  reasons,  but  you  have  concluded  today  that  a  tax  in- 
crease is  not  going  to  fix  this.  This  is  because  you  would  have  to 
change  taxes  each  year,  if  you  are  going  to  solve  it  all  by  taxes. 

Dr.  Greenspan.  Just  to  catch  up. 

Senator  DOMENICI.  Just  to  catch  up,  correct. 

Mr.  Chairman,  let  me  ask  you  this  question:  I  have  been  around 
here — and  I  will  admit,  when  I  was  the  mayor  of  a  city,  I  didn't 
think  of  these  great  thoughts,  we  were  busy  doing  things  for  peo- 
ple— but  essentially  in  those  two  decades,  I  have  never  seen  a  Fed- 
eral fiscal  policy,  that  represents  budget  restraint.  This  means 
budget  cuts  that  were  significant  enough  to  be  a  drag  on  the  econ- 
omy, cuts  that  caused  the  Federal  Reserve  Board  to  change  mone- 
tary policy.  Now,  that  is  just  my  understanding.  Have  you  ever 
seen  such? 

Dr.  GREENSPAN.  There  are  very  few  instances,  if  any,  in  history 
that  I  am  aware  of. 

Senator  Domenici.  I  would  think  that  there  are  few  instances  in 
the  history  of  American  capitalism,  at  least  in  modern  times.  The 
point  I  am  making  is  that,  yes,  we  may  need  the  Federal  Reserve 
to  take  another  look  at  monetary  stimulus  if  we  cut  the  deficit,  but 
I  think  we  might  be  making  a  lot  to-do  about  nothing,  when  we 
worry  about  fiscal  restraint  because  this  assumption  has  practically 
never  happened.  You  know,  I  am  anxiously  waiting  to  see  if  we  can 
do  that.  I  say  to  my  friend,  if  we  do  get  some  fiscal  restraint,  I  will 
be  the  first  one,  if  I  am  asked,  to  talk  to  the  Federal  Reserve 
Board. 

But  the  point  is  this  can't  be  used  and  the  American  people  can't 
be  hoodwinked  into  thinking  that  you  are  the  problem,  when  we 
have  not  yet  faced  up  to  the  fact  that  we  have  got  to  get  the  fiscal 
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policy  under  control,  we  have  got  to  cut  the  deficit.  So  I  am  glad 
to  hear  that  you  don't  remember  very  many  times  when  we  have 
been  too  restrictive  on  our  expenditure  side. 

Dr.  Greenspan.  If  I  may  just  go  further,  Senator,  as  I  indicated 
to  the  Joint  Economic  Committee  yesterday  in  response  to  a  ques- 
tion as  to  whether  or  not  I  believe  that  it  is  possible  for  the  deficit 
reduction  package  to  be  of  such  a  momentous  dimension  as  to  have 
a  major  contractionary  effect  on  the  economy,  I  am  concerned  that 
that  issue  is  on  the  table.  It  is  so  unlikely  in  the  extreme,  that  it 
may  be  used  as  a  concern  to  withhold  the  inclinations  to  cut  the 
deficit,  which  are  going  to  be,  as  you  all  know,  extremely  difficult 
at  best. 

There  is  not  a  line  in  the  budget  document  which  does  not  have 
a  strong  constituency  behind  it,  and  there  is  no  way  to  cut  any- 
thing in  the  budget  or  raise  any  tax  revenues,  without  somebody 
being  extraordinarily  perturbed  by  that.  That  is  our  democratic  so- 
ciety and  it  is  unquestionably  a  very  appropriate  procedure  by 
which  our  budget  processes  are  made. 

But  what  that  says  to  me  is  that  the  chance  of  our  overdoing  it 
is  extremely  negligible,  and  the  major  problem  is  going  to  be  to 
push  as  hard  as  we  can,  because  we  are  getting  closer  and  closer 
to  that  fulcrum  in  the  long-term  budget  projection  which  we  had 
never  seen  until  a  year  ago,  where  the  projected  deficit  does  not  go 
down  to  zero  and  stay  there. 

For  the  first  time  that  I  recall,  we  have  a  deficit  on  current  serv- 
ices account  which  goes  down  for  a  while,  because  the  defense  cuts 
are  very  substantial,  but  then  starts  its  prolonged  rise,  and  that  is 
a  very  disturbing  trend.  And  if  we  look  for  reasons  not  to  come  to 
grips  with  that  on  the  grounds  that  we  may  overdo  it,  that  is  an 
extremely  uncomfortable  thought  on  my  part. 

Senator  Domenici.  Dr.  Greenspan,  you  have  told  us  that  produc- 
tivity may  be  increasing  in  significant  sectors  of  the  American 
economy.  I  think  that  is  being  heralded  today.  At  least  in  the  serv- 
ice industries  of  the  country,  it  is  happening.  You  related  it  to  mod- 
ernization of  computers  and  communications  and  the  like.  Nonethe- 
less, it  is  happening.  That  is  a  good  thing,  isn't  it? 

Dr.  Greenspan.  There  is  no  question.  I  think  one  of  the  extraor- 
dinary events  of  recent  years,  which  has  not  been  yet  fully  under- 
stood, and  which  we  may  not  understand  for  another  year  or  two, 
is  how  much  American  efficiency  has  increased,  what  our  competi- 
tiveness increases  have  been  and  how  we  stand  in  the  world  mar- 
kets with  respect  to  many  of  the  major  technological  areas.  It  was 
only  2  or  3  years  ago  when  there  was  great  concern  about  how 
poorly  we  were  doing  and  that  we  were  going  to  rapidly  become 
second  best.  That  appears  to  have  been  turned  around  and  it  is  a 
very  important  thing  for  the  standards  of  living  of  the  American 
people  in  the  future. 

Senator  Domenici.  Mr.  Chairman,  I  don't  know  the  history  as 
well  on  this  issue  as  I  did  on  being  worried  about  excess  deficit 
cuts,  but  it  seems  to  me  that  I  have  read  that  we  don't  have  any 
American  economic  experiences  like  the  one  for  the  last  6  months 
or  8  months,  with  sustained  economic  growth  and  no  net  new  jobs. 
If  that  is  the  case  and  part  of  that  is  attributable  to  productivity 
increases,  which  I  assume  is  the  case 
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Dr.  Greenspan.  Virtually  all  of  it  is,  incidentally,  Senator. 

Senator  Domenici.  Aside  from  fiscal  policy  restraint  that  you 
have  been  saying  over  and  over  with  reference  to  long-term  interest 
rates,  what  is  your  principal  recommendation  as  to  how  we  ought 
to  address  that  salutary  event  in  history,  which  is  not  causing  the 
kind  of  job  activity  that  we  would  like? 

Dr.  Greenspan.  Well,  if  it  turns  out  to  be  transitory,  and  indeed 
that  it  is  not  a  fundamental  change  but  something  which  is  short- 
term  adjustment,  then  it  will  correct  itself  in  the  sense  that,  as 
productivity  slows  down,  provided  that  economic  growth  continues, 
obviously  employment  would,  of  necessity,  begin  to  rise. 

If,  however,  the  productivity  gains  of  the  dimension  that  we  have 
been  seeing  continue,  that  is  going  to  say  that  the  potential  growth 
rate  of  this  country,  which  economists  now  put  in  the  area  of  2  to 
2.5  percent  a  year,  can  be  significantly  higher,  and  that  would  be 
extraordinarily  good  news,  needless  to  say. 

It  is  much  too  early  to  get  too  optimistic  on  that,  but  I  do  think 
there  is  a  hidden  set  of  forces  here  which  we  don't  yet  understand, 
and  it  may  be  the  beginning  of  something  quite  positive  with  re- 
spect to  the  longer  term.  That  is  all  the  more  reason,  I  might  add, 
why  if  that  is  in  fact  the  case,  reducing  the  structural  deficit  prob- 
lem would  reinforce  this  rather  beneficent  trend. 

Under  those  conditions,  I  would  suspect  we  would  see  that,  as 
the  economy  quickened,  employment  would  be  pulled  with  it.  This, 
as  you  point  out,  Senator,  is  really  quite  an  extraordinary  period. 
There  is  nothing  that  I  recall  in  the  recent  annals  which  shows  an 
economic  recovery  solely  accounted  for  by  productivity  growth,  and 
virtually  none  by  an  increase  in  employment. 

Senator  Domenici.  Would  it,  nonetheless,  be  true  that  you  would 
recommend  sustained  efforts  at  refocusing  our  culture  towards  sav- 
ings, rather  than  consumption?  Would  that  be  consistent  and 
needed? 

Dr.  Greenspan.  Unquestionably.  Indeed,  one  of  the  reasons  why 
I  say  that  resolving  the  structural  deficit  problem  will  be  helpful 
is,  as  you  know,  that  will  increase  the  National  saving  rate,  which 
has  been  extraordinarily  and  quite  historically  low  in  this  most  re- 
cent period. 

Senator  Domenici.  Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you. 

Senator  Simon? 

Senator  Simon.  Thank  you,  Mr.  Chairman. 

I  think  Senator  Sasser,  Senator  Domenici,  Senator  Conrad  and 
I,  and  you,  are  all  in  agreement  on  one  thing.  If  we  really  do  bring 
down  that  deficit,  then  there  can  be  some  relaxation  by  the  Fed. 
Is  that  correct? 

Dr.  Greenspan.  Senator,  we  would  not  be  responding  directly  to 
the  deficit  change.  What  we  would  be  responding  to  is  the  economic 
effects  that  would  occur  as  a  consequence  of  that  in  the  credit  mar- 
kets. In  other  words,  if  we  began  to  see  that  credit  demands  be- 
came strained  as  a  consequence  of  that,  that  would  be  a  classic  sig- 
nal for  the  central  bank  to  move  in. 

So  it  is  not  a  simple  observation  on  our  part  that  in  our  wisdom, 
whatever  that  may  be,  we  say  that  the  budget  deficit  reduction  pro- 
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gram  seems  sound,  and  therefore  we  will  do  something.  That  would 
not  be  appropriate. 

What  serves  this  economy  best  is  that  we  respond  to  the  signals 
in  the  markets  on  which  we  have  particular  effects.  So  the  rusult 
probably  turns  out  the  same,  but  the  process  is  somewhat  different. 

Senator  Simon.  And  those  signals  are  likely  to  be  given  to  you 
as  a  result. 

Dr.  Greenspan.  Yes,  and  in  quite  ample  time,  if  I  may  say  so, 
Senator. 

Senator  Simon.  All  right.  The  President  has  talked  about  reduc- 
ing the  deficit  by  one-half  in  the  next  4  years 

Dr.  Greenspan.  I  believe  he  has  revised  that  to  one-half  from 
where  he  thought  it  was. 

Senator  Simon.  Yes,  I  understand. 

But  let's  just  assume  we  get  to  either  figure,  which  would  be  a 
substantial  reduction.  What  would  happen  to  interest  rates? 

Dr.  Greenspan.  If  the  program  to  reduce  the  budget  deficit  by 
a  very  substantial  order  of  magnitude  were  credible  the  markets 
would  read  it  as  a  very  favorable  event,  and  indeed,  in  observing 
the  bond  markets  of  the  last  few  weeks,  there  is  a  very  clear  indi- 
cation that  the  markets  are  ready  to  move  if  there  is  a  really  credi- 
ble reduction  in  the  deficit.  By  credible,  I  mean  it  just  is  not  a  set 
of  goals  or  caps  or  various  other  procedural  elements,  but  as  I  call 
it,  ''hard-wired,''  that  is,  you  put  in  line-by-line  statutory  changes 
which  create  automatically  over  the  years  alterations  in  the  deficit 
itself,  although  the  Congress  would  probably  overturn  part  of  that 
as  the  years  go  on,  but  by  no  means  a  significant  part,  in  my  judg- 
ment, and  most  of  it  would  hold. 

Obviously,  the  markets  are  a  very  amorphous  thing.  I  mean,  they 
are  people.  And  we  don't  know  all  the  reasons  why  people  behave. 
But  past  history  suggests  that  if  something  fundamental  is  per- 
ceived in  the  markets  even  longer  term,  you  get  the  response  right 
now,  and  that  could  be  a  very  important  stimulus  to  the  current 
economy. 

Senator  Simon.  And  just  so  there  is  no  question  on  the  part  of 
anyone,  when  you  say  that  the  markets  would  move,  that  means 
interest  rates  going  down. 

Dr.  Greenspan.  Yes.  Long-term  rates  would  move  down  now  if 
the  markets  perceive  the  deficit  reduction  package  as  one  which  is 
real,  as  distinct  from  a  number  which  we  have  seen  in  the  past 
which  they  have  thought  not  to  be  real. 

Senator  Simon.  Would  that  same  effect  be  there  if  we  were  to 
adopt  a  balanced  budget  amendment  to  the  Constitution? 

Dr.  Greenspan.  We  have  to  have  associated  with  that  the  actual 
budgetary  changes.  I  would  be  doubtful  that  anything  other  than 
coming  to  grips,  line  by  line,  with  the  very  sensitive  programs 
would  be  viewed  as  a  credible  activity. 

Senator  Simon.  All  right^and  that  light  is  not  for  me  here,  Mr. 
Chairman,  I  don't  think  yet — I  just  got  one  question  in,  and  all  of 
a  sudden  I'm  getting  the  yellow  light,  Mr.  Chairman. 

Chairman  SASSER.  You  are  getting  long  answers,  though,  Sen- 
ator Simon.  [Laughter.] 

Dr.  Greenspan.  My  apologies,  Senator. 
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Senator  Simon.  If  we  were  to  follow  what  I  think  is  the  only 
credible  way  of  doing  this — and  that  is  reducing  spending  and  in- 
creasing taxes,  as  my  colleague,  Senator  Conrad,  said  yesterday — 
if  you  had  to  face  a  choice  in  terms  of  the  economy  on  the  tax  in- 
crease side,  of  an  energy  tax,  a  value-added  tax,  increasing  the  in- 
come tax,  or  the  elimination  of  the  indexation  on  the  tax  rate,  in 
terms  of  the  economy,  what  would  be  your  choices,  one,  two,  three, 
four? 

Dr.  Greenspan.  Well,  Senator,  I  would  prefer  to  defer  answering 
specific  questions  about  specific  elements  within  a  package.  We 
have  to  leave  that,  as  far  as  I  am  concerned,  to  the  administration 
to  develop  and  present  to  the  Congress. 

I  don't  think  that  we  at  the  central  bank  ought  to  have  an  active 
role  in  the  specifics,  because  it  is  going  to  be  difficult  as  it  is.  To 
add  an  additional  voice  I  don't  think  will  create  expeditious  resolu- 
tion of  this  problem. 

Senator  Simon.  All  right.  Warren  Christopher  had  better  be 
watching  out  for  his  job  with  that  very  tactful  and  diplomatic  an- 
swer. 

Finally,  we  face  not  only  the  debt  of  the  Federal  Government,  but 
a  culture  of  debt  in  our  society.  What  if  we  were  to  take  an  action 
that  is  revenue-neutral,  that  would  say  to  corporations  you  can  de- 
duct 80  percent  of  the  interest  on  your  debt,  but  you  can  deduct 
50  percent  of  the  dividends  you  declare.  So  that  we  would  through 
a  revenue-neutral  device  encourage  equity  financing  by  corpora- 
tions rather  than  debt  financing  of  corporations. 

I  know  this  is  a  complex  area,  but  do  you  have  any  offhand  reac- 
tion to  that  idea? 

Dr.  Greenspan.  I  would  just  say.  Senator,  that  I  in  the  past 
have  certainly  supported  various  legislative  vehicles  such  as  that, 
and  I  do  think  it  is  worth  looking  at.  I  can't  comment  on  the  spe- 
cific proposal,  but 

Senator  Simon.  But  the  concept. 

Dr.  Greenspan  [continuing].  Proposals  which  would  alter  the 
balance  of  incentives  to  take  debt  versus  equity  at  the  stage  which 
I  consider  to  be  unbalanced  would  be  helped  by  some  legislative  ve- 
hicle which  could  reverse  the  incentives  in  the  way  which  you  sug- 
gest. 

Senator  Simon.  I  thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you,  Senator  Simon. 

Senator  Bond? 

Senator  Bond.  Thank  you  very  much,  Mr.  Chairman. 

Chairman  Greenspan,  I  am  gratified  to  hear  your  expert  advice 
that  we  are  not  likely  to  slash  the  budget  deficit  so  greatly  as  to 
slow  down  the  economic  recovery.  Somehow,  that  was  not  one  of 
the  things  I  was  worried  about,  but  it  is  nice  to  have  that  reassur- 
ance. 

And  I  would  say  to  my  good  friend  from  Illinois,  I  believe  I  agree 
with  the  point  he  is  making,  that  maybe  a  balanced  budget  amend- 
ment and  other  disciplines,  process  disciplines,  are  necessary  to  get 
Congress  to  the  point  where  you  want  us  to  be,  and  which  you  have 
recommended  that  we  might  be,  in  terms  of  making  hard  number 
cuts  in  the  deficit.  And  I  believe  that  may  have  been  what  he  was 
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driving  at,  but  we  understand  your  need,  and  certainly  as  one  from 
the  Show  Me"  State,  I  can  understand  that  mere  promises  are  not 
adequate. 

But  the  point  you  made  in  responding  to  Senator  Domenici  was 
the  tremendous  productivity  growth  without  the  employment 
growth.  We  are  looking  at  that  in  the  context  of  very  weak  inter- 
national economies.  As  you  have  indicated,  our  trading  partners 
have  gone  through  deeper  recessions  than  we  have;  they  are  having 
more  problems  than  we  are  having.  But  it  seems  to  me  what  you 
have  outlined  is  a  tremendous  opportunity  for  a  significant  regen- 
eration of  the  export-led  job  growth  that  we  had  in  the  late 
eighties. 

Is  not  an  increase  in  productivity,  along  with  I  would  have  to  say 
a  free  trade  policy,  the  best  prescription  for  creating  jobs  and  ex- 
ports? 

Dr.  Greenspan.  I  would  add  just  one  additional  element  in  that, 
and  that  is  the  exchange  rate  has  been  somewhat  favorable.  But 
I  do  think  the  most  important  aspect  of  this  is— depending  on  how 
you  create  the  measurement — that  our  share  of  world  exports  has 
been  increasing,  which  is  an  extraordinary  and  unheralded  event. 

Now,  there  is  some  question  of  how  one  measures  that,  and 
whether  it  is  a  mix  question,  or  how  the  prices  run,  but  it  is  hard 
to  believe  that  the  strength  that  we  saw  in  our  export  sector  rel- 
ative to  what  is  going  on  in  the  world  doesn't  imply  an  extraor- 
dinary degree  of  improved  competitiveness  on  the  part  of  American 
exporters. 

Senator  Bond.  Chairman  Greenspan,  I  just  have  to  go  back  and 
walk  through  with  you  some  logic  that  it  seems  to  me  that  I  have 
heard  others  say  when  they  attack  the  Federal  Reserve. 

First,  we  have  to  assume  that  the  Federal  Reserve  has  great 
powers  over  the  economy.  And  second,  as  you  have  outlined  we  are 
now  at  a  point  where  inflation  is  low  and  interest  rates  are  low, 
and  we  are  coming  out  of  the  recession,  so  we  are  recovering.  Thus, 
whatever  the  Federal  Reserve  has  done  has  been  the  proper  thing. 

Given  that  it  is  under  Fed  policies  that  we  are  recovering,  I  find 
it  then  hard  to  understand  the  argument  that,  having  gotten  us  to 
the  point  where  we  are,  the  Federal  Reserve  is  now  lying  in  wait 
to  see  some  kind  of  signs  of  stronger  economic  recovery,  only  to  kill 
off  the  recovery.  I  don't  follow  that  logic.  Perhaps  you  could  help 
me. 

Dr.  Greenspan.  Let  me  just  state  what  our  view  of  this  overall 
outlook  is.  The  inflation  rate  has  come  down,  and  that  has  created 
a  degree  of  stability  and  a  platform  for  stronger  economic  growth 
in  the  future.  And  what  that  basically  means  is  that  to  the  extent 
that  inflation  has  come  down,  the  risk  premiums  associated  with 
both  long-term  debt  and  equity  costs  of  capital  have  come  down, 
which  over  the  long  run  would,  if  sustained,  increase  the  long-term 
growth  rate  and  the  standards  of  living  of  the  American  people. 

It  is  our  view  that  we  should  endeavor  to  try  to  create  financial 
conditions  which  foster  the  maximum  potential  rate  of  growth 
which  is  sustainable.  That  is,  we  have  to  eschew  the  type  of  thing 
we  have  done  too  often  in  the  past,  which  is  overly  stimulate  the 
economy  in  the  short  run,  get  a  surge  forward,  and  get  the  instabil- 
ities that  knock  us  over.  That  creates  significant  job  loss,  it  slows 
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down  technological  advances,  and  clearly  it  slows  down  productiv- 
ity advances. 

Stability  is  a  very  important  contributor  to  long-term  economic 
growth,  and  to  the  extent  that  we  can  effect  it — and  as  you  point 
out,  we  can't  do  everything — but  to  the  extent  that  we  can  effect 
it,  and  we  can,  in  part,  in  the  financial  area — that  would  essen- 
tially be  the  thrust  of  what  we  try  to  do  as  a  general  proposition. 

Senator  Bond.  One  last  quick  question  before  the  light  turns  red. 
There  has  been  discussion  and  lots  of  concern  over  slow  growth  in 
M2.  I  had  an  opportunity  to  discuss  with  Dr.  Laura  Tyson  in  my 
office  why  M2  growth  was  at  the  bottom  end  of  the  target.  She  ad- 
vised me  no  one  controls  those  decisions;  there  are  too  many  vari- 
ables. It  is  not  really  under  the  control  of  policymakers. 

Dr.  Reischauer  yesterday  and  previously  has  said  that  the  ex- 
panded velocity  of  M2  is  one  factor,  and  that  investors  are  shifting 
out  of  assets  included  in  M2. 

Is  there  any  guidance  or  lessons  you  could  give  us  on  M2  and  low 
growth? 

Dr.  Greenspan.  As  you  know,  Senator,  we  have  been  puzzling 
over  this  phenomenon  for  quite  a  while.  We  choose  a  money  supply 
definition  to  act  as  a  proxy  for  what  the  financial  system  as  a 
whole  is  basically  doing.  Years  ago,  we  started  with  Ml,  which  was 
essentially  currency  and  demand  deposits,  and  that  ceased  to  be- 
come a  useful  proxy. 

M2  has  been  an  exceptionally  good  proxy  for  quite  a  long  period 
of  time,  with  the  exception  of  the  last  year  or  so.  What  has  oc- 
curred, as  best  we  can  judge  after  a  very  significant  amount  of  ex- 
amination, is  that  a  significant  part  of  M2  deposits  has  apparently 
moved  into  mutual  funds  and  other  longer-term  instruments  as  the 
yield  curve  has  gone  up,  and  that  shift  is  not  measured  in  M2. 

But  what  is  important  is  that  the  economy  is  being  financed,  be- 
cause a  year  ago  we  projected  that  the  economy  would  be  going  up 
like  this,  and  M2  would  be  going  up  in  a  parallel  manner.  The 
economy  indeed  went  up — in  fact,  it  went  up  even  more  than  we 
expected — but  M2  went  down.  That's  what  Dr.  Reischauer  was  re- 
ferring to  with  respect  to  the  question  of  velocity. 

What  we  are  trying  to  fully  understand  is  whether  in  fact  there 
is  something  fundamental  about  the  structure  of  what  is  included 
in  M2,  which  is  getting  at  the  same  problems  that  we've  had  with 
Ml,  or  whether  this  is  a  temporary  phenomenon.  And  when  the 
Federal  Open  Market  Committee  meets  next  week  to  discuss  the 
target  ranges  which  we  are  required  to  do  for  our  annual  Hum- 
phrey-Hawkins testimony,  we  have  to  make  a  judgment  as  to  how 
we  handle  this  technical  problem. 

As  I  indicated  to  the  chairman  in  a  letter,  I  would  like  to  distin- 
guish this  particular  aspect  of  the  problem  from  monetary  policy. 
I  don't  deny,  Senator,  that  there  are  members  of  our  committee 
who  view  the  ranges  as  a  monetary  policy  vehicle,  but  I  believe 
that  all  of  us  are  in  agreement  that  this  is  a  problem  with  respect 
to  how  we  set  the  ranges. 

So  that  the  issue  that  I  have  brought  forth  from  our  last  meeting 
into  the  public  discussion  has  been  essentially  the  question  that, 
wholly  independently  of  what  actual  policy  moves  are,  what  do  we 
do  with  a  fixed  target  when  we  have  a  statistical  problem  of  this 
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dimension?  Do  we  redefine  M2,  which  I  suggest  we  should  not.  Or, 
second,  do  we  alter  the  ranges  to  account  for  the  fact  that  some- 
thing unusual  has  happened,  which  may  well  be  temporary?  Or,  do 
we  do  something  in  addition? 

That  is  what  we  are  going  to  be  discussing  next  week,  and  I 
frankly  don't  know  yet  how  we  are  going  to  come  out  on  that  ques- 
tion. 

Senator  Bond.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you,  Senator  Bond. 

Senator  Conrad? 

Senator  Conrad.  Thank  you,  Mr.  Chairman. 

We  have  had  some  discussion  here  about  whether  or  not  anybody 
should  be  concerned  that  we  do  too  much  in  the  way  of  deficit  re- 
duction. Some  have  said,  oh,  you  don't  have  to  worry  about  that. 
Let  me  just  say  the  reason  there  is  discussion  about  it  is  because 
when  you  look  at  the  historical  record,  and  the  historical  record  is 
that  when  the  deficits  were  bumping  along  at  around  $200  billion 
a  year,  economists — I  think  perhaps  you  included — said  don't  do 
any  more  than  about  $40  billion  a  year  of  deficit  reduction.  I  don't 
know  if  you  said  it 

Dr.  Greenspan.  I  did  not. 

Senator  Conrad  [continuing].  But  we  had  very  frequent  advice 
in  this  committee,  don't  do  more  than  about  $40  billion  a  year. 
That  was  an  appropriate  amount 

Chairman  Sasser.  I  think  they  said  don't  do  any  more  than  1 
percent  of  GNP,  which  was  about  $40-$50  billion  at  that  time. 

Senator  CONRAD.  That  was  advice  that  was  given  here.  Now 
we've  got  deficits  at  $300  billion,  headed  for  $650  billion  if  we  fail 
to  act,  according  to  CBO,  and  CBO  says,  look,  you've  got  to  do  $60 
billion  a  year  over  5  years.  So  the  question  becomes  are  we  at  the 
limits,  then,  of  what  can  be  done  without  causing  some  economic 
hurt,  and  when  we  are  seeing  tepid  growth  rates  the  last  4  years — 
I  just  added  up  what  we  saw  during  the  Bush  years — that  aver- 
aged 1  percent  a  year,  1  percent  a  year  for  4  years.  Thaf  s  a  pretty 
weak  base  we're  coming  off  of. 

The  question  I'd  have  is  what  would  it  take  in  your  judgment  to 
have  a  program  of  credible  deficit  reduction  that  would  impact 
long-term  interest  rates  in  a  positive  way? 

Dr.  Greenspan.  Let  me  say  first,  Senator,  that  the  one  element 
that  should  be  factored  into  this  which  is  perhaps  crucial  to  the 
overall  outlook  is  that  we  have  never  had  long-term  interest  rates 
at  the  levels  that  they  currently  are,  or,  I  should  say,  have  been 
since  the  big  surge  in  1979-80.  They  are  clearly  well  in  excess  of 
where  they  should  be  in  a  noninflationary  environment.  And  most 
analysts 

Senator  Conrad.  Could  you  put  a  number  on  that?  Two  points 
higher  than 

Dr.  Greenspan.  I  would  say  two,  maybe  more.  I  mean,  we've  had 
them  much  lower.  We're  now  somewhat  over  7  percent,  and  they 
have  been  well  under  5.  So  it's  not  well  outside  the  range  of  seeing 
a  very  significant  change  in  long-term  interest  rates. 

Most  analysts — myself  included — attribute  the  yawning  deficit  as 
a  crucial  element  here,  because  the  markets,  while  acknowledging 
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quite  correctly  that  the  short-term  outlook  for  inflation  is  really 
very  favorable,  are  saying  that  they  don't  trust  the  longer  term. 
And  the  reason  they  don't  trust  the  longer  term  is  they  are  looking 
at  these  deficits,  which  ultimately  have  to  be  financed  one  way  or 
another,  and  history  tells  us  that  inflation  usually  is  how  they  are 
financed. 

If  the  markets  perceive  that  this  issue  is  being  addressed,  we 
could  get  a  very  dramatic  decline  in  long-term  rates,  which  would 
have  a  far  greater  stimulus  effect,  equivalent,  I  might  say,  to  the 
usual  concepts  that  we  talk  about  with  respect  to  fiscal  stimulus, 
than  any  of  these  numbers  we  are  talking  about. 

I  am  not  saying  that  one  need  only  bring  down  the  budget  deficit 
and  no  further  actions  are  required  on  the  monetary  side;  I  don't 
know  the  answer  to  that.  But  I  do  know  that  if  the  markets  per- 
ceive this  as  credible,  and  it  is  working,  a  substantial  amount  of 
the  fiscal  drag  will  be  offset  by  this  major  impact  coming  from  de- 
cline in  long-term  rates. 

Senator  CONRAD.  Can  you  help  us  with  what  it  takes  to  be  credi- 
ble? 

Dr.  Greenspan.  Yes.  I  think  what  it  takes  to  be  credible  is  a  set 
of  statutes  which  are  very  explicit  with  respect  to  each  and  every 
program  that  is  being  addressed — not  goals  or  caps  or  just  general 
notions  of  where  these  programs  should  be,  but 

Senator  Conrad.  Can  you  give  us  a  number?  What  I'm  searching 
for  here  is — very  soon  we  are  going  to  be  faced  with  the  question 
of  what  are  the  numbers 

Dr.  Greenspan.  Do  you  mean  the  actual  dollar  figures? 

Senator  Conrad.  How  much  deficit  reduction  do  we  need  over  a 
4-year  period  or  a  5-year  period  to  be  credible  to  get  the  interest 
rate  reductions  we  all  agree  would  be  stimulative? 

Dr.  Greenspan.  I  don't  think  it  is  so  much  the  absolute  dollar 
amount  as  the  specific  means  by  which  it  is  done.  In  other  words, 
it  is  very  easy  to  see — which  we've  seen  in  the  past — groups  of  pro- 
grams which  will  be  capped  or  something  like  that,  leaving  it  to  be 
defined  how  and  by  whom  and  at  what  later  date.  That  is  wholly 
noncredible  to  the  markets. 

If  you  go  program  by  program,  and  specify  changes  in  specific  as- 
pects of  the  statute  which  engenders,  say,  either  entitlements  or 
tax  receipts  in  a  manner  which  has  statutory  effect  at  a  date  cer- 
tain, even  though  markets  would  expect  that  they  may  only  get  70 
percent  of  that  because  part  of  it  is  likely  to  be  reversed  by  the 
Congress  as  you  get  closer,  the  vast  majority  is  not  likely  to  be 
changed  and  will  take  effect. 

People  in  the  marketplace,  investors  around  the  world,  under- 
stand that  once  something  is  in  place,  it  is  not  all  that  easy  to  get 
it  changed,  and  a  significant  amount  of  credit  would  be  obtained 
on  the  issue  of  credibility  if  we  do  it  that  way. 

Senator  Conrad.  Well,  let  me  just  say,  Mr.  Chairman — and  my 
time  has  expired — I  have  tried  my  best  to  get  an  answer,  but  I 
have  not  achieved  one. 

Dr.  Greenspan.  Are  you  looking  for  a  number,  Senator? 

Senator  Conrad.  [Nodding.] 

Dr.  Greenspan.  Let  me  just  say  to  you  that  I  don't  find  the  num- 
ber that  President  Clinton  has  indicated  to  be  off-base.  It  sounds 
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to  me  as  a  rough  order  of  magnitude,  I  would  say,  as  a  starter, 
probably 

Senator  Conrad.  Which  number? 

Dr.  Greenspan.  The  $145  billion,  as  I  remember  it.  I  would  like 
to  see  us  get  started.  I  mean,  if  we  start  to  fiddle  as  to  what's  the 
right  number,  well  go  nowhere. 

Senator  Conrad.  I  think  you  just  made  news. 

Dr.  Greenspan.  Splendid.  [Laughter.] 

Chairman  Sasser.  Thank  you,  Senator  Conrad. 

Dr.  Greenspan,  the  budget  summit  agreement  of  1990,  would  you 
consider  that  to  have  been  a  credible  and  a  real  deficit  reduction 
package  and  endeavor?  Did  that  have  credibility  in  your  view;  was 
it  real? 

Dr.  Greenspan.  First  of  all,  a  number  of  the  innovations  that 
were  put  in  that  particular  agreement,  I  thought  were  very  useful. 
I  do  think  that  they  have  restrained  a  number  of  expenditure  pro- 
grams since  then. 

They  were,  however,  not  of  the  "hard- wire"  type  which  the  mar- 
ket conceived  of  as  credible,  and  even  though  there  was  some  mod- 
est response,  it  was  really,  in  my  judgment,  quite  tepid,  because 
there  was  a  degree  of  cynicism  that  I  thought  basically  may  have 
been  a  little  overdone,  but  in  retrospect,  was  not  all  wrong.  I  mean, 
it  is  difficult  to  have  gone  through  a  very  hard  set  of  negotiations 
and  come  up  with  numbers  that  you  came  up  with  and  find  that 
in  retrospect,  as  you  point  out,  Mr.  Chairman,  it  is  difficult  to  find 
those  changes  in  the  current  budget  numbers. 

I  think,  however,  that  they  actually  were  partly  effective. 

Chairman  Sasser.  Well,  I  agree  with  you,  and  I  think  the  1990 
budget  agreement  was  credible,  and  our  own  Congressional  Budget 
Office  and,  I  think,  the  Office  of  Management  and  Budget  under 
President  Bush,  indicated  that  there  was  only  about  a  $2  to  $3  to 
$4  billion  increase  in  Federal  spending  as  a  result  of  policy  changes 
enacted  jointly  by  the  Congress  and  the  administration.  There  were 
increases  in  spending,  but  they  came  about  as  a  result  of  economic 
changes,  economic  declines,  and  also  responses  to  emergencies  such 
as  hurricanes  and  other  natural  disasters.  But  there  was  a  very 
minimal  amount  that  came  about  as  a  result  of  actions  of  the  ad- 
ministration or  of  the  Congress  in  actually  increasing  spending. 

Now,  we  saw  following  that  budget  summit  agreement  rates 
start  to  come  down.  Was  that  the  result  of  the  market?  I  judged 
it  to  be  the  market  because  from  my  vantage  point,  I  saw  the  Fed 
following  the  market  down;  rather  than  taking  the  lead,  the  Fed 
was  taking  its  cue  from  what  was  happening  in  the  market.  And 
as  I  hear  you  testifying  today  to  the  question  of  one  of  the  Sen- 
ators, you  are  indicating  that  if  there  is  another  credible  budget 
agreement  that  the  Fed,  rather  than  leading  the  way  in  taking 
rates  down  or  expanding  monetary  policy,  the  Fed  will  simply  take 
its  cue  from  what  is  happening  in  the  markets  once  again. 

Did  I  interpret  that  correctly? 

Dr.  Greenspan.  Mr.  Chairman,  it  is  important  to  understand 
what  monetary  policy  can  and  cannot  do.  The  one  thing  we  cannot 
do  is  basically  to  try  to  force  the  market  in  a  manner  which  would 
almost  surely  fail.  In  other  words,  we  can  set  short-term  interest 
rates  pretty  much  where  we  would  like  to  see  them,  but  it  is  the 
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long-term  and  intermediate  rates  which  really  matter  for  economic 
activity.  So  when  I  say  we  respond  to  the  markets,  I  am  not  talking 
about  interest  rates  so  much;  I  am  talking  about  credit  demands, 
flows,  money  supply,  various  different  financial  factors  which  are 
engendered  in  the  market. 

We  respond  to  that.  But  very  specifically,  what  I  was  not  refer- 
ring to  is  that  we  always  wait  for  interest  rates  to  move  in  a  cer- 
tain way  which  we  then  ratify.  That  is  not  what  I  am  referring  to. 
I  am  referring  to  how  the  financial  variables  move. 

But  I  would  wish  to  say  that  if  we  tried  to  drive  interest  rates 
down  when  the  markets  were  concerned  that  inflationary  pressures 
were  emerging,  we  would  actually  induce  a  counterproductive 
response 

Chairman  Sasser.  I  agree  with  that. 

Dr.  Greenspan  [continuing].  And  we  have  to  be  very  careful 
about  that. 

Chairman  Sasser.  I  agree  with  that.  But  when  you  have  an 
economy  as  we  had  in  1990,  which  was  already  slack,  with  excess 
capacity  in  the  economy,  then  you  have  the  Federal  Government 
coming  along  and  enacting  a  deficit  reduction  package,  which  at 
that  time  was  calculated  to  be  $480  billion  over  5  years  by  both  the 
Congressional  Budget  Office  and  OMB,  as  I  recall,  it  appears  to  me 
that  in  that  situation  the  Fed  could  be  in  a  position  to  take  the 
lead.  In  other  words,  you  are  not  forcing  the  market  one  way  or  the 
other;  you  are  simply  reacting  in  advance  of  the  market  to  a  credi- 
ble deficit  reduction  package. 

And  my  sense  of  it  is  that  by  failure  to  lead  and  react  in  a  force- 
ful fashion,  the  economy  was  accelerated  into  a  fall  into  the  longest 
recession  that  we  have  experienced  since  World  War  II. 

Now,  let  me  just  show  this  chart.  Some  of  our  colleagues  have 
made  light  of  the  fact  here  today  that,  well,  don't  worry — we're  not 
going  to  reduce  the  deficit  to  the  point  where  we're  going  to  cause 
any  fiscal  drag.  That's  a  thing  that  we  absolutely  do  not  have  to 
be  worried  about.  But  let's  just  look  and  see  what  happened  after 
the  budget  summit  agreement  in  1990. 

We  were  projecting  deficits  of  $253  billion  in  1991;  $262  billion 
in  1992;  and  down  to  $170  billion  in  1993,  and  down  to  $56  billion 
in  1994.  Now,  what  happened?  Not  much  difference  in  1991,  $253 
billion  to  $270  billion;  but  in  1992,  from  $262  billion,  it  jumps  to 
$290  billion.  And  look  at  1993— it  jumps  from  $170  billion  to  $310 
billion.  And  in  1994,  from  the  projected  $56  billion,  it  jumps  to  a 
$291  billion  deficit. 

And  you  look  across  here,  and  you  ask  what  happened;  how  could 
this  have  occurred?  Five  hundred  thirty  billion  dollars  in  revenue 
losses  during  the  term  of  that  budget  summit  agreement  from  1991 
through  1994. 

My  point  is  this,  Mr.  Chairman.  We  can  sit  here  and  cut  spend- 
ing until  hell  freezes  over,  but  if  this  economy  falls  out  from  under 
us,  we  are  going  to  continue  to  have  deficits,  because  we  are  not 
going  to  raise  the  revenues  necessary  to  bring  this  budget  any- 
where close  into  balance. 

That  is  why  today,  I  am  trying  to  determine  what  the  Fed  is 
going  to  do.  Ii  we  get  into  the  posture  of  a  significant  deficit  reduc- 
tion package,  what  I  want  to  know  is  this:  Is  the  Fed  going  to  be 
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a  partner  with  us,  or  are  we  going  to  wait  and  see  what  happens, 
and  let  other  forces  push  us  off  into  another  recession,  and  nip  this 
recovery  before  it  really  even  gets  started?  That's  my  concern. 

Dr.  Greenspan.  I  can  understand  your  concern.  I  must  say  I  dis- 
agree with  your  history,  as  we  have  disagreed  before,  but 

Chairman  Sasser.  I'd  be  pleased  to  hear  the  correction,  because 
I  would  like  to  know  how  you  interpret  it,  and  perhaps  we  can  get 
on  the  same  wavelength  here. 

Dr.  Greenspan.  First  of  all,  the  expansion  that  we  have  seen  in 
economic  activity  in  the  last  6  months  is  indicative  of  the  fact  that 
this  economy  is  returning  to  balance.  Now,  I  grant  you  that  it  is 
going  to  be  hard  to  maintain  the  3.8-percent  rate.  I  would  be  most 
surprised  if  we  didn't  get  somewhat  lower  rates  in  the  first  half  of 
1993  in  economic  growth 

Chairman  SASSER.  Well,  sir,  if  I  could  most  respectfully  just  ask 
you  why  you  feel  that  way,  because  coming  out  of  other  recessions, 
we  have  had  much  more  robust  growth  numbers  than  we  are  see- 
ing now. 

Dr.  Greenspan.  That's  true,  because  we  have  not  had  a  recession 
of  this  type  in  the  post-World  War  II  period;  one  which  is  driven 
by,  first,  a  major  increase  in  asset  prices,  financed  by  debt,  followed 
by  a  decline  in  those  asset  prices,  which  means  that  the  debt  be- 
comes a  big  burden,  and  that  that  burden  has  created  a  significant 
strain  on  the  economy. 

This  is  a  different  type  of  economic  process,  and  while  we  would 
expect  that,  as  I  put  it,  the  headwinds  will  gradually  return  to  nor- 
mal, it's  tough.  It  is  not  basically  the  simple  type  of  major  cyclical 
recoveries  which  so  characterized  the  past,  largely  because  we  did 
not  have  that  debt-type  burden  overhang  in  those  past  recessions. 

Fortunately,  we  are  working  our  way  out  of  that,  but  this  is  a 
different  type  of  economic  recovery  as  it  has  been  a  different  type 
of  cycle. 

Senator  Sarbanes.  But  hasn't  this  recession  been  addressed  dif- 
ferently than  past  recessions?  How  would  you  compare  the  fiscal 
policy  in  this  recession  and  the  effort  to  recover  with  past  reces- 
sions? 

Dr.  Greenspan.  It  has  basically  been  a  recession  that  began  with 
a  fiscal  policy  characterized  by  very  large  structural  deficits,  and 
which  meant  that  the  capability  of  employing  fiscal  policy  was  se- 
verely limited. 

Senator  Sarbanes.  So  what  happened  to  our  ability  to  use  fiscal 
policy  as  a  tool  to  come  out  of  the  recession?  It  was  highly  limited. 
We  did  not  really  use  fiscal  policy,  did  we? 

Dr.  Greenspan.  That  is  correct;  it  was  not. 

Senator  Sarbanes.  And  what  about  monetary  policy? 

Dr.  Greenspan.  We  brought  interest  rates  down  more  sharply 
than  any  time  that  I  recall.  We've  gone  from  10  percent 

Senator  Sarbanes.  How  does  your  monetary  policy  in  this  reces- 
sion and  recovery  compare  with  past  recessions  and  recoveries? 

Dr.  Greenspan.  I  would  say  that  it  was  crafted  to  respond  to  the 
type  of  problem  that  we  have  in  this  type  of  pattern  of  recession 
and  recovery,  which  is  really  quite  different  from  the  type  of  cycles 
that  we  had  in  the  past. 

I  don't  think  that 
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Senator  Sarbanes.  I  think  that  is  putting  the  cart  before  the 
horse.  The  fact  of  the  matter  is  that  your  monetary  policy  in  this 
recession  and  recovery  period  has  been  less  expansionary  than  in 
previous  recovery  periods,  if  you  judge  it  by  the  money  supply,  or 
if  you  judge  it  by  change  in  real  interest  rates. 

Dr.  Greenspan.  Well,  Senator,  if  you  judge  it  by  the  money  sup- 
ply, the  question  is:  Is  the  money  supply  that  you're  judging  it  by 
the  relevant  standard  by  which  one  does  that. 

Senator  SARBANES.  All  right.  Judge  it  by  the  interest  rates,  then. 

Dr.  Greenspan.  Well,  the  point  here  is  that  we  started  moving 
interest  rates  down  well  before  the  economy,  which  had  been  ai- 
fected  by  significant  gyrations  in  the  oil  price,  began  to  ease  and 
as  a  consequence  of  that,  we  had  been  approaching  this  whole  proc- 
ess in  a  manner  different  from  in  the  past.  The  main  difference  ba- 
sically is  that  we  did  not  want  to  set  up  in  the  process  of  adjusting 
to  a  recession  the  seeds  of  the  next  recession  by  creating  a  degree 
of  speculative  liquidity  in  the  system  which  engenders  a  stop-go 
type  of  economy  which  so  characterized  the  past. 

In  that  respect,  I  would  say  policy  has  been  different,  and  in  my 
judgment,  appropriately  different,  and  indeed,  I  say  at  the  moment 
we  stand  in  a  position  of  having  come  through  most — not  aU,  but 
most — of  this  balance  sheet  strain  which  has  confronted  this  econ- 
omy. What  is  remarkable  in  a  certain  respect  is  not  what  has  hap- 
pened, but  all  of  the  things  that  could  have  happened  in  that  type 
of  environment  which  didn't.  We  did  not  have  the  type  of  financial 
problems  that  occurred  in  previous,  pre-World  II  type  of  specula- 
tive asset  gyrations.  So  in  that  respect,  I  look  back  at  this  policy, 
and  I  think  we've  done  quite  well. 

Senator  Sarbanes.  Pre-World  War  II? 

Dr.  Greenspan.  Yes. 

Senator  Sarbanes.  What  about  post-World  War  II? 

Dr.  Greenspan.  No.  I'm  talking  about  the  types  of  asset  expan- 
sion, deflation,  debt  burden  types  of  problems  which  occurred  pre- 
World  War  II  and  had  fairly  significant  secondary  consequences  in 
the  financial  system  which  did  not  occur  in  this  particular  environ- 
ment. 

Senator  Sarbanes.  I  agree  with  Chairman  Sasser — we  really 
need  to  have  a  discussion  here  where  we  try  to  get  on  the  same 
wavelength  in  terms  of  our  analysis  and  what  the  costs  are  that 
we  are  paying.  This  chart  is  a  comparison  of  the  growth  of  real 
GDP  following  post- World  War  II  recessions,  and  the  comparison 
lines  are  between  the  average  of  previous  recessions  and  the 
growth  in  the  current  recession. 
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In  this  recession,  we  have  had  real  GDP  growth  coming  out  of 
the  trough  until  where  we  are  now  of  2.9  percent.  The  average  be- 
fore had  been  8.4  percent.  So  there  is  a  5.5  percent  gap  in  GDP 
growth.  That  is  a  tremendous  amount  of  output  that  is  being  lost. 

So  in  effect  you  are  saying  to  us,  I  am  laying  the  basis  for  a 
steady  functioning  economy — we  are  not  going  to  have  ups  and 
downs — but  you  are  doing  it  at  such  a  low  growth  level  that  the 
cost  to  the  economy  and  to  the  Nation  is  very  large. 

Dr.  Greenspan.  What  the  question  really  amounts  to  is:  Is  there 
a  set  of  policies  that  are  available  to  us  which  could  be  produced 
in  this  country  which  would  create  that  upper  line.  And  I  would 
say  to  you,  no. 

Senator  Sarbanes.  The  point  I  tried  to  make  to  you  earlier,  is 
that  the  current  growth  level  is  not  strong  enough  to  create  jobs. 
Your  analysis  tries  to  use  structural  factors  to  explain  the  failure 
to  get  growth  and  to  get  job  recovery.  The  other  side  of  the  coin 
of  the  failure  to  get  growth  is  that  you  do  not  get  job  recovery,  and 
you  do  not  get  job  growth.  This  chart  shows  the  comparison  of  post- 
WWII  recoveries  in  terms  of  recovering  jobs  lost  as  a  consequence 
of  the  recession. 
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Chairman  Sasser.  Let  me  orient  myself  on  this  chart.  This  is  job 
growth  during  postwar  recoveries  from  1948  forward  through  the 
1991  recession — 21  months  after. 

Senator  Sarbanes.  Right.  What  you  do,  Mr.  Chairman,  is  you  go 
to  the  trough,  and  then  you  count  out  the  number  of  months  from 
the  trough  and  see  how  many  jobs  have  been  recovered.  This  is  in 
absolute  numbers  of  millions  of  jobs  recovered. 

As  you  can  see,  we  have  barely  recovered  any  jobs  in  this  reces- 
sion. 

Dr.  Greenspan.  I  agree  with  that. 

Senator  Sarbanes.  So  you  have  got  all  those  unemployed  people 
sitting  out  there.  You  say  there  are  special  problems  in  the  econ- 
omy that  explain  this.  I  have  just  put  the  hypothesis  to  you  that 
one  of  the  problems  may  be  that  both  your  fiscal  and  monetary  pol- 
icy in  this  recovery  and  recession  in  comparison  with  the  past  does 
not  address  the  task. 

As  Chairman  Sasser  points  out,  with  the  1990  budget  agreement, 
we  in  effect  froze  fiscal  policy;  we  said  we  are  not  going  to  have 
a  stimulative  fiscal  policy.  We  are  trying  to  address  this  overly 
large  Federal  budget  deficit  that  was  a  consequence  of  the  policies 
of  the  1980's.  We  had  a  very  fast  run-up  in  defense  and  an  erosion 
of  the  revenue  base,  and  the  consequence  of  that  was  to  give  us 
large  deficits  in  successive  years.  These  deficits  created  a  highly 
stimulative  fiscal  policy  in  1981-82.  During  this  recession,  you  had 
a  less  responsive  fiscal  policy,  and  it  is  my  assertion  that  we  had 
a  less  responsive  monetary  policy  than  in  previous  recession  and 
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recovery  periods.  In  fact  the  Federal  Reserve,  at  a  time  when  it 
should  have  been  giving  us  a  much  more  accommodative  monetary 
policy,  since  fiscal  policy  was  being  restrained,  failed  to  act  prop- 
erly. The  monetary  policy  you  gave  us  was  less  expansionary  than 
the  average  or  the  traditional  monetary  policy  that  we  had  gotten 
from  the  Fed  in  previous  recoveries. 

Any  analysis  of  real  interest  rates  will  show  that.  The  money 
supply  will  certainly  show  that,  because  the  growth  of  M2  has  been 
significantly  below  the  Federal  reserves  own  target  range.  I  do  not 
want  to  hinge  everything  on  M2,  but  it  does  a  nice  job  of  dem- 
onstrating this  particular  point.  This  chart  shows  the  growth  of 
real  M2  during  the  first  20  months  of  recovery.  These  are  the  pre- 
vious recovery  periods  in  the  postwar  recession.  In  every  recession 
period  we  see  growth  in  M2.  During  this  recovery,  there  has  been 
a  minus  1.6  percent  growth  of  real  M2.  The  Fed  is  now  talking 
about  lowering  the  lower  range  on  M2.  That  is  what  you  talked 
about  at  your  Open  Market  Committee  meeting  in  November.  I  be- 
lieve the  Open  Market  Committee  is  meeting  again  next  week. 

M2  and  FOMC  Target  Ranges 
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Dr.  Greenspan.  That  is  correct,  yes. 

Senator  Sarbanes.  We  wait  with  trepidation  on  that  meeting. 

One  of  the  reasons  we  are  not  getting  GNP  growth  and  job  recov- 
ery growth  figures  is  our  current  monetary  policy.  This  chart  shows 
the  growth  of  payroll  employment  from  the  trough  in  these  reces- 
sion periods,  in  percentage  terms.  This  line  is  the  average  in  the 
seven  previous  recession  and  recovery  cycles. 

In  other  words,  we  go  into  a  recession,  we  are  losing  jobs,  we  hit 
the  trough,  and  then  we  come  back  out  of  the  recession,  and  we 
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start  recovering  these  jobs  and  getting  people  back  to  work.  We  af- 
fect the  deficit  problem  because  as  employment  picks  up,  people 
start  working,  and  they  are  no  longer  drawing  payments  out  of  the 
Treasury  in  order  to  support  themselves;  and  in  fact,  since  they  are 
now  working  and  earning,  they  start  paying  taxes  into  the  Treas- 
ury, so  we  get  the  double  impact  on  the  deficit  of  a  drop  in  outlays 
from  the  Treasury  and  an  increase  in  receipts  into  the  Treasury. 
In  past  recessions  we  had  a  large  increase  in  jobs.  During  this  re- 
cession, we  are  just  not  picking  up  these  jobs  as  we  indicated  in 
the  previous  chart. 

I  take  it  you  do  not  want  a  highly  stimulative  fiscal  policy,  is 
that  correct? 

Dr.  Greenspan.  That  is  correct,  Senator. 

Senator  Sarbanes.  That  is  correct.  It  seems  to  me  if  that  is  going 
to  be  the  case,  we  are  going  to  need  a  monetary  policy  that  helps 
to  provide  jobs  and  economic  growth. 

Dr.  Greenspan.  Yes.  Senator,  I  don't  have  the  large  chart  there, 
but  let  me  try  a  small  one.  With  respect  to  the  real  Federal  funds 
rate,  which  is  approximately  zero  and  has  been  zero  for  a  while, 
there  have  been  five  recession  bottoms,  if  I  may  put  it  that  way. 
In  two  of  the  five,  the  real  Federal  funds  rate  was  higher  than  it 
is  in  this  recession,  or  was  in  this  recession,  and  two  are  lower.  So 
we  are  sort  of  in  the  middle,  in  the  sense  that  measured  in  real 
interest  rate  terms,  this  has  not  been  a  response  quite  different 
from  the  past, — it  is  about  in  the  middle. 

Senator  SARBANES.  From  when  are  you  judging? 

Dr.  Greenspan.  I  am  judging  back  from  1958. 

Senator  Sarbanes.  No;  I  mean  in  this  recession.  What  period  are 
you  judging — right  now? 

Dr.  Greenspan.  I  am  looking  at  the  Federal  funds  rate  now,  the 
real  Federal  funds 

Senator  Sarbanes.  Where  were  we  before  you  made  the  Christ- 
mas present  last  Christmas,  1991?  Where  was  your  policy  in  com- 
parison with  previous  policies  before  you  did  the  Christmas  present 
just  a  few  days  before  Christmas  of  1991,  after  we  had  been  into 
a  recession  period  for  quite  an  extended  period  of  time?  How  did 
your  policy  compare  at  that  point? 

Dr.  Greenspan.  Well,  obviously,  the  real  Federal  funds  rate  at 
the  bottom  of  the  1982  recession  was  significantly  higher  than  that. 
It  was  probably  higher — I  don't  have  the  exact  numbers  here — in 
the  1961  recession.  And  in  only  two  of  the  recessions  since  the 
1960's,  did  the  real  Federal  funds  rate  go  below  zero;  it  went  down 
slightly  under  zero  in  1970,  and  the  only  significant  decline  oc- 
curred in  the  1975  recession. 

Senator  Sarbanes.  Mr.  Chairman,  let  me  ask  you  this  question, 
because  we  really  need  to  try  to  work  our  way  through  this  prob- 
lem. Is  it  relevant  in  looking  at  the  accommodation  of  monetary 
policy  to  look  at  what  the  fiscal  policy  is  that  is  taking  place  at  the 
same  time? 

Dr.  Greenspan.  Yes. 

Senator  Sarbanes.  If  in  1981-82,  the  Fed  had  a  fairly  restrictive 
monetary  policy,  but  there  was  a  highly  expansionary  fiscal  policy, 
then  the  sum  impact  of  that  on  the  economy  would  be  very  dif- 
ferent, would  it  not,  than  if  you  were  looking  at  a  situation  where 
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fiscal  policy  was  quite  restrained,  and  monetary  policy  may  have 
been  somewhat  more  accommodating  than  it  was  in  1981  and  1982, 
but  by  no  means  a  factor  equal  to  the  change  in  fiscal  policy;  would 
that  be  correct? 

Dr.  Greenspan.  Yes,  but  Senator,  I  would  say  that  the  more  im- 
portant question  in  all  of  these  instances  is  the  economic  environ- 
ment in  which  both  of  these  policies  are  being  implemented. 

I  don't  think  that  we  can  readily  take  just  the  view  of  where  is 
monetary  policy  and  where  is  fiscal  policy  in  the  abstract.  In  all 
cases,  the  crucial  question  is  what  type  of  economic  environment 
are  both  functioning  in. 

Senator  Sarbanes.  Would  you  advocate  some  restrictive  or 
contractionary  combined  monetary  and  fiscal  policy  in  a  recession 
period? 

Dr.  Greenspan.  No. 

Senator  Sarbanes.  If  you  follow  such  a  policy  in  a  recovery  pe- 
riod when  you  are  trying  to  come  out  of  a  recession,  would  it  be 
counterproductive? 

Dr.  Greenspan.  It  depends  on  the  environment  in  which  it  is  oc- 
curring. 

Senator  Sarbanes.  How  about  the  current  environment? 

Dr.  GREENSPAN.  Do  you  mean  if  we  were  to  engage  in  a  tight  fis- 
cal and  tight  monetary  policy  at  this  particular  stage? 

Senator  Sarbanes.  That's  right. 

Dr.  Greenspan.  I  don't  want  to  respond  to  that,  largely  because 
I  don't  want  to  get  too  closely  involved  in  the  types  of  things  that 
we  might  do.  But  obviously,  what  I  would  suggest  to  you  is  that 
when  we  evaluate  how  the  markets  are  behaving,  how  the  financial 
credit  factors,  monetary  factors,  and  all  the  other  elements  which 
we  watch,  how  they  are  functioning,  we  make  a  determination  as 
to  what  is  likely  to  happen  under  various  scenarios,  and  we  obvi- 
ously consider  what  is  happening  in  fiscal  policy  as  part  of  what 
we  do.  We  have  to;  that's  part  of  what  the  economy  is. 

But  to  give  you  a  simple  set  of  rules  would  be  deceptive,  because 
I  don't  think  one  can  make  those  simple  rules  without  knowing  the 
complexity  of  the  particular  type  of  economic  environment  in  which 
we  exist.  And  that's  the  reason  why  I  think  to  merely  assume  that 
we  can  replicate  much  of  the  types  of  policy  stances  of  the  post- 
World  War  II  period  and  apply  them  to  this  particular  period  is  a 
mistake. 

Senator  Sarbanes.  I  am  not  asking  you  to  replicate  them.  The 
only  suggestion  I  am  making  is  when  you  get  contrasts  on  the 
order  of  the  dimension  of  this  contrast,  in  terms  of  job  recovery, 
you  have  got  a  real  problem  on  your  hands.  It  is  my  perception 
that  the  combination  of  fiscal  and  monetary  policy  that  has  been 
pursued  in  this  recession  and  recovery  cycle  is  far  tighter  and 
contractionary  than  what  was  pursued  in  these  other  cycles. 

In  some  of  these  other  cycles,  the  fiscal  policy  may  not  have  been 
very  expansionary,  and  the  monetary  policy  may  have  been,  or  vice 
versa — which  is  one  of  the  points  you  were  making  at  the  table — 
but  in  combination,  in  none  of  those  previous  recession  recovery  cy- 
cles was  the  combination  of  fiscal  and  monetary  policy  anywhere 
near  as  tight  or  as  contractionary  as  it  has  been  in  this  recession 
recovery  cycle. 
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Dr.  Greenspan.  Well,  I  must  say  I  just  disagree  with  you  on 
that,  Senator.  That's  not  the  case  as  we  see  it.  The  response  of 
monetary  policy  to  the  environment  in  which  we  find  ourselves, 
and  have  found  ourselves  for  the  last  year  and  a  half,  in  retrospect, 
I  find  quite  suitable.  And  I  think  that  judging  by  the  nature  of  the 
problem  that  we  had,  and  what  has  occurred  in  the  last  6  to  9 
months,  that  the  particular  pattern  of  monetary  policy  which  we 
put  in  place,  in  retrospect,  looks  to  me  to  be  a  fairly  good,  a  fairly 
sensible  one,  because  what  we  have  got  is  a  continued  and  gradual 
dissipation  of  what  I  consider  to  be  very  corrosive  forces  which 
emerged  in  the  economy.  And  had  we  engaged  in  a  far  more  expan- 
sionary monetary  policy  during  parts  of  that  period,  I  suspect  we 
would  have  induced  imbalances  which  would  have  been  very  dif- 
ficult to  rein  in. 

Senator  Sarbanes.  Mr.  Chairman,  I  would  just  make  this  final 
point.  We  have  had  these  highly  respected  economists  come  before 
our  committees  who  directly  challenge  that. 

Dr.  Greenspan.  I  understand  that. 

Senator  Sarbanes.  Across  the  range  of  thinking  in  terms  of  the 
spectrum — Milton  Friedman  thinks  your  policy  has  been  too  tight. 
Paul  McCracken  thinks  your  policy  has  been  too  tight;  Jim  Tobin 
thinks  so;  Paul  Samuelson.  They  all  think  so,  and  in  very  sharp 
terms,  they  are  all  prepared  to  say  that  the  Fed  has  been  too  little 
and  too  late,  throughout  this  period. 

Dr.  Greenspan.  I  understand  that. 

Senator  Sarbanes.  You  all  sit  there  and  say,  "We  are  really 
doing  things  wonderfully."  But  when  we  look  at  the  outcome, 
things  are  not  wonderful.  We  are  at  an  unemployment  rate  half  a 
point  higher  now  than  it  was  at  the  trough  of  the  recession.  We 
have  been  at  above  7  percent  unemployment  throughout  this  entire 
year;  the  economic  growth  performance  compares  dismally  with  the 
recovery  in  previous  recessions.  So  we  are  looking  around,  asking 
why. 

We  get  these  very  eminent  economists — everyone  says,  "It's  the 
politicians  up  on  Capitol  Hill  who  are  ginning  this  whole  thing  up." 
But  that  is  not  the  case.  We  get  these  very  perceptive  commenta- 
tors in  the  field,  all  of  them  saying  the  same  thing  in  terms  of  mak- 
ing this  analysis.  And  then  you  sit  at  the  table  and  say  everything 
is  fine. 

Dr.  Greenspan.  I  am  not  saying  everything  is  fine,  Senator.  I  am 
basically  saying  that  as  best  we  can  judge,  the  types  of  policies  that 
we  have  implemented,  in  retrospect,  seem  to  be  the  types  of  poli- 
cies which  are  and  have  been  effective. 

Now,  if  you  are  saying  to  me  you  can  line  up  a  group  of  econo- 
mists— who  are  all  friends  of  mine,  whom  I  must  say  I  respect  very 
considerably,  and,  as  I  said  to  you  yesterday,  I  am  not  going  to 
argue  with  them — I  can  just  merely  tell  you  that  there  are  basic 
disagreements.  I  can  give  you  a  list  that  is  just  as  long  of  very  ex- 
traordinary people  of  the  same  political  and  other  persuasion  who 
will  come  out  exactly  the  opposite. 

There  is  a  group  of  people  out  there  who  think  we  have  been 
much  too  easy;  that  basically  the  monetary  base  has  been  accel- 
erating at  a  very  substantial  pace,  and  they  think  we  are  setting 
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the  seeds  of  the  major  inflationary  expansion.  You  can  find  among 
economists  pretty  much  any  opinion  you  want  at  this  stage. 

Senator  Sarbanes.  You  have  set  up  a  group  of  conservative 
monetarists  who  call  themselves  a  "shadow  Open  Market  Commit- 
tee." They  all  of  a  sudden,  apparently,  in  your  mind,  have  assumed 
some  very  significant  influence.  Even  that  group,  which  is  out  on 
one  end  of  the  spectrum  in  terms  of  its  thinking  with  respect  to 
monetary  policy — splits  four- to- three.  And  you  sit  there  and  cite  it 
as  a  reasonable  response  on  your  part  to  that  pressure.  Then  we 
get  these  other  economists,  three  Nobel  Prize  winners  in  the  group 
that  I  mention  to  you,  they  cover  the  spectrum — Friedman, 
McCracken,  Samuelson  and  Tobin — and  I  could  find  plenty  more; 
I  am  just  using  those  because  there  is  a  limit  to  how  many  of  them 
I  can  sit  here  and  quote  to  you — and  they  all  agree  you  have  been 
too  little  and  too  late  with  the  policy. 

Then  you  have  an  Open  Market  Committee  in  the  middle  of  No- 
vember, with  all  of  this  difficulty  with  recovery,  and  you  are  talk- 
ing about  tightening  monetary  policy. 

Dr.  Greenspan.  There  was  no  discussion  of  tightening  monetary 
policy  in  that  meeting. 

Senator  Sarbanes.  Mr.  Chairman,  that  is  the  best  thing  I  have 
heard  all  afternoon. 

Dr.  Greenspan.  I  am  just  merely  citing  the  policy  record  of  that 
period.  I  have  read  it.  I  was  there.  I  helped  write  it. 

Chairman  Sasser.  Is  that  a  good  note  to  stop  on,  Senator? 

Senator  Sarbanes.  On  that  note,  yes — no  tightening  of  monetary 
policy.  That  is  a  good  note  to  stop  on  right  here. 

Dr.  Greenspan.  That  is  not  what  I  said,  Senator.  I  said  that  is 
not  what  was  discussed  at  the  November  meeting,  as  indicated  by 
the  policy  record. 

Chairman  Sasser.  Let  me  ask  two  quick  questions,  Mr.  Chair- 
man, and  then  we  will  conclude  this  hearing. 

One  of  the  really  truly  distinguishing  features  of  this  recession 
and  its  aftermath  has  been  the  lack  of  bank  lending.  We  have  a 
chart  here  which  indicates  that  in  all  recessions  in  the  last  three 
decades,  beginning  with  the  recession  of  1960  running  through  the 
recession  of  1990,  that  bank  loan  growth  from  the  start  of  the  re- 
cession through  a  period  of  quarters  has  dramatically  exceeded 
what  we  see  in  this  recession  of  July  1990  through  the  termination 
period  last  year. 

Now,  what  we  see  here  is  an  actual  decline  in  bank  lending  in 
the  six  quarters  following  the  onset  of  the  recession  in  July  1990, 
is  continuing  to  have  a  decline  in  bank  lending  2  years  after  the 
onset  of  the  recession.  And  you  contrast  this,  for  example,  with  the 
recession  of  July  1981,  six  quarters  out  you  had  an  8.7-percent  in- 
crease in  bank  lending,  and  2  years  out  you  had  a  9.9-percent,  al- 
most a  10-percent  increase  in  bank  lending. 
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Annualized  Percent  Growth  Rate  of  Loans  and  Leases  from 
Commercial  Banks  After  the  Onset  of  Recessions  Since  1960 


Growth  of  Credit  from  Start  of  Recession  Through 
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2  Quarters 
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-1.7% 
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The  recessions  were  dated  by  the  National  Bureau  of  Economic  Research.  Data  on  commercial 

bank  credit  came  from  the  Board  of  Governors,  Banking  and  Monetary  Statistics,  1941-70  and 

Annual  Statistical  Digest  (several  issues)  and  Federal  Reserve  Statistical  Release  G.  7  (407). 

Now,  our  business  people  are  telling  us  they  can't  borrow  money 
from  the  banks,  and 

Senator  SARBANES.  Mr.  Chairman,  would  you  yield  for  an  obser- 
vation? 

Chairman  Sasser.  Yes,  I  am  pleased  to. 

Senator  Sarbanes.  It  goes  to  this  other  point.  This  shows  six 
quarters  out,  an  almost  1  percent  decline. 

Chairman  Sasser.  That  is  18  months  out. 

Senator  Sarbanes.  Six  quarters  out,  0.9  percent.  And  Senator 
Sasser  pointed  to  the  July  1981,  an  8.7-percent  expansion.  But  the 
previous  times,  5.8  percent  expansion,  7.3  percent  expansion,  4.6 
and  5.1.  Now,  you  have  had  expansions  of  varying  degrees,  but  in 
no  instance  less  than  almost  5  percent,  and  here  you  had  a  drop. 

Chairman  Sasser.  The  American  Banker  Magazine  states  that 
the  banks  have  invested  more  in  securities  than  they  have  in  busi- 
ness loans,  and  that  bank  investment  in  securities  increased  some 
23  percent  last  year. 

Now,  some  in  the  press  are  saying  that  the  banking  industry  is 
being  bailed  out  by  allowing  them  to  cash  in  on  the  unusual  spread 
between  short  and  long-term  interest  rates.  Now,  I  don't  want  to 
make  a  judgment  on  that,  but  my  question  to  you  is  why  are  banks 
investing  their  federally  insured  deposits  so  heavily  in  securities, 
rather  than  lending  them  out  to  make  the  economy  grow,  when  we 
have  small  business  people  coming  to  us  and  saying  we  can't  bor- 
row any  money?  It  doesn't  make  any  difference  to  us  if  the  interest 
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rates  are  2  percent.  If  the  banks  won't  loan  us  the  money,  the  in- 
terest rate  is  of  no  relevance. 

Dr.  Greenspan.  Mr.  Chairman,  that  is  precisely  what  the  prob- 
lem is.  This  is  a  different  phenomenon  in  which  the  sharp  decline 
in  commercial  real  estate  values  and  the  uncertainty  as  to  whether 
they  will  go  lower  has  had  a  traumatizing  effect  on  the  financial 
system.  It  is  unprecedented  in  the  post- World  War  II  period. 

It  has  caused,  as  I  indicated  in  my  prepared  remarks,  an  extraor- 
dinary sense  of  caution  on  the  part  of  lending  officers.  It  has  cre- 
ated the  numbers  in  the  chart  that  you  show,  and  it  is  the  really 
fundamental  basis  for  the  balance  sheet  debt  problems  that 
confront  us,  and  it  is  that  reason  why  this  whole  process  has  been 
so  slow. 

We  still  have  a  credit  crunch,  and  it  is  a  major  reason  why  small 
business  has  not  been  able  to  expand  as  much  as  in  the  past.  It 
is  a  major  reason  why  employment  growth,  which  is  largely  a  small 
business  phenomenon,  has  been  so  tepid,  and  it  is  the  reason  why 
monetary  policy  has  had  to  respond  differently  in  certain  respects 
in  this  particular  economic  cycle  than  we  have  in  the  past. 

It  is  the  reason  why  we  started  to  ease  policy  in  the  spring  of 
1989,  well  in  advance  of  any  evidence  of  economic  decline,  because 
we  were  beginning  to  observe  what  we  subsequently  started  to  call 
the  credit  crunch,  and  the  balance  sheet  problems  that  we  were 
confronted  with. 

Chairman  Sasser.  Well,  we  have  a  situation  here  where  the 
banks  have  found  a  way  to  make  very,  very  nice  money,  without 
making  any  loans,  and  it  is  now  reported  in  the  New  York  Times 
that  overall  bank  profits  are  now  at  their  highest  level  ever,  and 
bank  stock  prices  have  leaped,  so  says  Market  Watch  in  the  New 
York  Times  back  in  the  last  of  December  1992.  Of  course,  the  rea- 
son given  is  that  short-term  interest  rates  plunged,  while  long-term 
rates  did  not. 

Now,  what  can  the  Fed  do  to  make  these  banks  get  out  there  and 
loan  money  to  business  people,  so  we  can  get  this  economy  moving? 

Dr.  Greenspan.  You  may  recall,  Mr.  Chairman,  that  that  has 
been  an  issue  which  has  been  frustrating  regulatory  authorities  for 
quite  a  while.  First  of  all,  let  me  just  say  that  the  interest  rate 
spreads  have  opened  up,  as  I  indicated  in  my  prepared  remarks, 
but  it  has  not  been  a  huge  opening  in  the  sense  that  the  spread 
between  long  and  short-term  rates  is  not  a  very  good  indicator  of 
what  that  spread  is,  because  there  is  not  as  much  in  the  way  of 
long-term  holdings  of  government  securities  as  people  suspect  in 
the  banking  system.  Most  of  it  is  in  shorter-term  issues. 

But  the  crucial  question  remains,  how  do  we  get  lending  going. 
A  goodly  part  of  it  is  undoubtedly  the  problem  that  demand  has 
fallen  in  part  because  the  market  value  of  the  assets  of  a  lot  of 
small  and  intermediate  businesses,  the  real  estate  on  which  they 
function,  on  which  they  have  their  buildings  and  their  plant  and 
equipment,  has  gone  down  and  their  borrowing  requirements  have 
receded,  in  part  because  of  that. 

We  are  finding  it  extremely  difficult  to  somehow  get  the  system 
going.  We  are  getting  very  heavy  borrowing  outside  of  the  banking 
system.  There  has  been  a  dramatic  increase,  as  you  know,  in  cor- 
porate debt  and  corporate  equity  and  a  lot  of  the  nonintermediary 
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financing  vehicles.  But  I  do  think  that  one  of  the  things  we  have 
got  to  do,  in  addition  to  reevaluating  certain  regulatory  actions 
which  are  under  way,  and  trying  to  encourage  bankers  to  lend,  one 
of  the  most  important  things,  in  my  judgment,  is  to  find  a  way,  as 
I  indicated  in  my  prepared  remarks,  to  get  more  liquidity  in  the 
commercial  real  estate  markets,  because  it  is  that  which  will  act 
more  than  anything  I  can  envisage  to  loosen  the  grip  of  this  credit 
crunch. 

Until  we  do  that,  it  is  hard  to  see  how  we  are  going  to  create 
significant  increases  in  loan  demand.  Clearly,  as  you  point  out,  the 
capacity  to  lend  is  unquestionably  there  and  we  have  got  to  break 
the  back  of  that  somehow,  and  we  have  tried  on  numerous  occa- 
sions, and  so  far  I  would  say  the  results  have  been  decidedly  less 
than  satisfactory. 

Chairman  SASSER.  Dr.  Greenspan,  one  final  question.  In  your 
prepared  statement,  on  page  8  you  state: 

We  must  continue  to  work  through  the  sizable  adjustment  in  military  spending 
that  has  been  under  way  since  the  late  1980's.  From  a  longer-run  perspective,  the 
defense  cutbacks  carry  the  anticipation  of  substantial  benefits  for  the  U.S.  economy. 
By  freeing  up  resources  that  can  be  devoted  to  improving  the  Nation's  stock  of  pro- 
ductive physical  and  human  capital,  they 

talking  about  the  defense  cuts 

should  ultimately  lead  to  a  higher  standard  of  living. 

Would  you  amplify  on  that  comment  just  briefly,  please,  Mr. 
Chairman? 

Dr.  Greenspan.  By  their  very  nature,  military  expenditures  are 
like  insurance;  they  are  an  endeavor  on  our  part  to  protect  the 
country  from  foreign  foes.  Military  spending  does  not  create  real 
capital  assets,  real  productive  assets  which  produce  goods  and  serv- 
ices which  can  be  consumed  directly  by  the  civilian  population  or 
the  population  as  a  whole. 

So  if  we  are  able  to  reduce  defense  expenditures  and  employ  the 
resources  in  the  production  of  capital  goods  which  create  increased 
productivity,  increased  domestic  technologies,  standards  of  living  as 
perceived  by  the  average  American  rise.  And  even  though  you  may 
not  immediately  get  an  increase  in  the  way  we  measure  real  gross 
domestic  product,  it  does  matter  what  the  nature  of  that  product 
is,  and  it  is  obvious  that  it  would  be  far  better  were  we  to  employ 
our  resources  for  the  production  of  civilian  goods  than  for  military 
goods,  if  that  is  open  to  us,  and  that  is  the  context  in  which  I  was 
making  those  remarks. 

Chairman  Sasser.  Well,  I  couldn't  agree  with  you  more,  and  I 
think  that  whole  concept  is  elementary.  But,  unfortunately,  as 
some  of  our  colleagues  around  here  seem  to  have  a  little  difficulty 
grasping  it,  so  I  wanted  to  get  you  to  amplify  on  this  statement 
here. 

Do  you  have  any  further  questions? 

Senator  Sarbanes.  I  just  have  one  comment,  Mr.  Chairman. 

Chairman  Greenspan,  on  December  7,  Chairman  Sasser  sent  I 
thought  a  very  perceptive  letter  to  you  in  the  course  of  which  he 
stated, 

I  believe  that  lowering  the  targets  for  money  supply  growth  would  be  a  mistake. 
The  Fed  should  try  to  meet  its  target  for  M2  and  continue  to  focus  monetary  policy 
on  economic  growth. 
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And  he  then  went  on  in  that  letter  further  to  develop  the  point, 
and  it  is  very  clear  from  our  discussions  that  I  associate  myself 
with  the  remarks  and  thrust  of  his  letter. 

I  know  in  your  response  to  him,  you  said  that  you  had  circulated 
or  you  would  be  circulating  this  letter  to  the  other  members  of  the 
Federal  Open  Market  Committee,  and  I  certainly  hope  that  if  it 
has  not  been  done,  it  will  be  done  prior  to  their  next  meeting. 

I  know  that  the  Fed  is  developing  a  technical  explanation  for  fall- 
ing below  the  bottom  of  its  monetary  range.  It  is  very  important 
to  know  the  Fed  had  a  2.5-  to  6.5-percent  range  and  you  fell  below 
the  range.  You  were  out  underneath  the  2.5  percent.  We  are  now 
told  that  there  are  technical  reasons  for  that,  but  as  we  look  at  the 
situation,  it  seems  to  us  that  the  failure  to  get  into  the  range  is 
contributing  to  the  weakness  of  the  recovery.  We  do  not  see  an  in- 
flation problem,  we  do  not  see  growth  coming  back,  we  do  not  see 
jobs  coming  back,  and  so  we  think  the  policy  of  the  Fed  is  going 
to  pursue  is  very  important. 

I  quoted  to  you  yesterday — and  I  will  simply  close  with  this — we 
do  not  want  the  Fed  lowering  its  range  simply  to  get  what  it  is 
doing  within  the  target. 

Paul  McCracken,  when  he  testified,  told  this  story,  Mr.  Chair- 
man, and  I  will  close  with  this.  He  said  that  Federal  Reserve  policy 
reminds  me  of  that  old  story  of  the  man  who  stopped  for  gasoline 
at  a  filling  station  and  noticed  the  target  on  a  building  with  a  bul- 
let right  through  the  bulls  eye,  and  he  said,  "My  word,  who  is  the 
marksman  who  can  hit  it  that  way?"  And  the  station  attendant 
said,  "Well,  he's  the  village  simpleton  and  he  is  standing  right  over 
there,  why  don't  you  ask  him  how  he  does  it?"  So  he  asked  him, 
and  the  village  simpleton  says,  "Well,  it's  very  simple,  I  shoot  the 
gun  and  then  I  draw  the  target  around  it."  [Laughter.] 

Thank  you  very  much. 

Chairman  Sasser.  That  is  a  good  joke. 

Dr.  Greenspan.  Mr.  Chairman,  I  can't  top  that.  [Laughter.] 

Chairman  Sasser.  Thank  you  very  much,  Senator  Sarbanes. 

Thank  you,  Dr.  Greenspan,  for  joining  us  here  today. 

The  committee  is  adjourned. 

[Whereupon,  at  4:30  p.m.,  the  committee  was  adjourned.] 
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THURSDAY,  FEBRUARY  18,  1993 

U.S.  Senate, 
Committee  on  the  Budget, 

Washington,  DC. 
The  committee  met,  pursuant  to  notice,  at  9:05  a.m.,  in  room 
SD-608,  Dirksen  Senate  Office  Building,  Hon.  Jim  Sasser  (chair- 
man of  the  committee)  presiding. 

Present:  Senators  Sasser,  Johnston,  Exon,  Lautenberg,  Simon, 
Conrad,  Sarbanes,  Boxer,  Murray,  Domenici,  Grassley,  Brown,  Gor- 
ton, and  Gregg. 

Staff  present:  Larry  Stein,  staff  director;  John  J.  Callahan,  dep- 
uty staff  director;  and  Chuck  Marr,  economist. 

For  the  minority:  G.  William  Hoagland,  staff  director;  and  Cheri 
Reidy,  economist  and  senior  analyst  for  revenues. 

OPENING  STATEMENT  OF  CHAIRMAN  SASSER 

Chairman  Sasser.  The  committee  will  come  to  order. 

This  morning  we  are  operating  under  some  time  constraints.  Sec- 
retary Bentsen  must  leave  by  11  o'clock.  He  has  travel  plans  to 
other  parts  of  the  country,  and  we  want  to  accommodate  him  this 
morning  if  at  all  possible,  and  we  will  accommodate  him. 

Dr.  Rivlin  is  on  her  way.  She  also  will  have  to  leave  by  11 
o'clock,  we  are  told.  Our  situation  is  complicated  further  because 
this  morning  there  are  back-to-back  votes  on  the  floor  of  the  Sen- 
ate. 

So  I  shall  open  the  committee  this  morning.  Senator  Domenici 
should  be  here  shortly  to  make  his  statement,  and  then  we  will  go 
to  the  statement  of  the  Secretary. 

Mr.  Secretary,  I  would  ask  you  just  to  bear  with  us  this  morning, 
and  we  are  going  to  do  our  very  best  to  accommodate  you. 

Just  let  me  say  that  the  committee  is  honored  this  morning  to 
hear  from  the  Secretary  of  the  Treasury,  our  friend  and  old  col- 
league, Lloyd  Bentsen.  Secretary  Bentsen  needs  no  introduction 
here.  Those  of  us  who  have  worked  with  him  over  the  years  know 
of  his  unmatched  expertise  both  as  a  legislator  and  a  policymaker. 

Secretary  Bentsen  is  the  administration's  chief  economic  spokes- 
man, and  I  think  I  speak  for  the  members  of  this  committee  and 
certainly  for  its  chairman  when  I  say  we  are  reassured  that  this 
formidable  task  is  in  his  very  capable  hands. 

We  are  also  pleased  to  welcome  here  shortly  the  Deputy  Director 
of  the  Office  of  Management  and  Budget,  Dr.  Alice  Rivlin,  who 
served  for  many  years  very  ably  as  the  first  Director  of  the  Con- 
gressional Budget  Office.  So  her  budgetary  expertise  is  exceptional, 
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and  her  comments  and  analysis  will  be  of  enormous  help  here 
today. 

Last  evening,  the  President  of  the  United  States  unveiled  the 
most  ambitious,  the  most  honest,  and  I  think  the  most  credible  eco- 
nomic program  that  any  President  has  presented  in  my  17  years 
in  this  body.  It  is  a  comprehensive  plan  that  will  provide  jobs  and 
growth,  that  will  invest  our  resources  in  productive  programs  for 
the  future  to  improve  the  quality  of  life  of  all  of  our  citizens,  and, 
most  important  to  this  committee,  it  will  steadily  reduce  the  budget 
deficit. 

It  is  the  first  really  true  post-cold  war  economic  plan  offered  by 
an  American  President.  It  fulfills  the  President's  promise  to  chal- 
lenge the  American  people  and  to  challenge  the  Congress  with  an 
agenda  for  meaningful  change. 

The  President  wants  to  recast  our  spending  priorities  by  invest- 
ing in  our  citizens.  The  Clinton  administration  is  saying  it  is  time 
now  to  invest  in  America.  President  Clinton's  program  will  provide 
jobs  in  the  short  term  through  a  modest  targeted  stimulus  and  pro- 
vide for  significant  long-term  deficit  reduction  to  enhance  our 
standard  of  living  in  the  years  ahead. 

The  President's  plan  not  only  attacks  the  budget  deficit  but, 
equally  as  important,  the  investment  deficit  that  lurks  in  the  shad- 
ow. In  both  cases,  his  aim  is  jobs;  it  is  economic  growth;  it  is,  as 
I  said  earlier,  a  better  quality  of  life  for  all  of  our  citizens. 

Now,  of  course,  we  are  going  to  hear  a  lot  of  criticism  of  this 
package.  Any  bold,  innovative  program  is  going  to  be  criticized. 
Some  are  going  to  say  that  it  cuts  too  much;  some  are  going  to  say 
that  it  doesn't  cut  spending  enough;  some  are  going  to  say  that  it 
raises  too  much  revenue;  others  are  going  to  say,  well,  it  just 
doesn't  raise  enough  revenue. 

It  reminds  me  of  the  time  I  went  to  a  small  town  in  Tennessee 
and  walked  around  the  square.  I  ran  into  one  constituent,  and  he 
said, 

Senator,  why  aren't  you  up  in  Washington  representing  our  interest?  What  are 
you  doing  here  on  the  town  square  in  Smithville? 

I  went  to  the  other  side  of  the  square,  and  a  constituent  said, 

Senator,  where  have  you  been?  We  just  don't  ever  see  you  around  here  in  Smith- 
ville anymore. 

So  you  can't  please  everybody.  But  I  ask  those  critics  to  remem- 
ber what  Secretary  Bentsen  said  on  his  nomination  last  December, 
and  I  would  like  to  quote  the  Secretary: 

These  challenges  did  not  develop  overnight,  and  they  won't  be  corrected  overnight. 

Well,  as  usual,  Mr.  Secretary,  I  think  your  comments  were  right 
on  the  mark.  It  is  my  deepest  hope  this  morning  and  in  the  days 
and  weeks  ahead  that  a  spirit  of  cooperation  and  bipartisanship 
can  be  maintained  as  we  consider  and  discuss  and  vote  on  this 
plan. 

I  think  we  have  got  to  put  behind  us  the  gridlock  which  has  par- 
alyzed our  Government  and  this  Congress  in  recent  years.  With  the 
help  of  all  of  the  members  of  this  committee,  I  think  we  will  be 
able  to  deliver  a  budget  that  is  worthy  of  this  committee  and  wor- 
thy of  the  people  that  we  represent. 
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Mr.  Secretary,  I  am  waiting  on  the  arrival  of  Senator  Domenici. 
I  am  advised  that  there  are  two  votes  going  on  back  to  back.  So 
I  will  declare  the  committee  in  recess,  and  I  will  rush  to  vote  and 
return  just  as  soon  as  possible. 

The  committee  will  stand  in  recess. 

[Recess.] 

OPENING  STATEMENT  OF  SENATOR  DOMENICI 

Senator  Domenici.  Could  we  come  to  order  for  just  a  moment, 
please?  We  are  operating  in  a  different  manner  today  because  the 
Senate  is  voting  right  now,  Mr.  Secretary  and  Dr.  Rivlin,  and  we 
have  another  vote  following  shortly.  And  you  both  have  a  need  for 
an  early  departure.  I  am  going  to  leave  in  a  moment  and  go  vote, 
and  then  we  may  have  at  least  an  hour-and-a-half  of  time  to  work 
with  you. 

I  welcome  you.  As  the  ranking  Republican,  I  welcome  you  today. 
I  am  not  sure  we  can  do  justice  to  this  new  proposal.  It  is  very 
hard  for  us  to  have  it  analyzed  in  this  short  time,  and  you  both 
know  that.  We  didn't  get  much  details  on  it,  and  we  didn't  get  to 
read  the  speech  before  it  was  delivered. 

Secretary  Bentsen.  Senator,  if  I  might  comment? 

Senator  Domenici.  I  am  not  complaining  about  that. 

Secretary  BENTSEN.  I  must  tell  you  we  were  crunching  numbers 
up  to  the  last,  and  you  know  how  long  it  took  us  in  1990  to  put 
that  budget  program  together. 

Senator  Domenici.  I  understand. 

Secretary  Bentsen.  So  it  is  not  for  want  of  trying  to  give  you  the 
information.  It  is  determining  the  information. 

Senator  Domenici.  Well,  what  I  want  to  say  today  to  our  two  dis- 
tinguished witnesses,  both  of  whom  I  personally  know  very  well 
and  hold  in  extremely  high  regard,  is  that  my  feeling  about  the 
new  proposal  is  one  of  disappointment.  Frankly,  that  is  because  I 
really  didn't  think  we  could  ever  get  an  adequate  deficit  reduction 
package  unless  it  was  a  bipartisan  effort.  And  I  still  feel  that  way. 
And,  frankly,  I  don't  think  there  is  much  chance  that  the  Clinton 
plan  is  going  to  be  a  bipartisan  approach. 

The  Republicans  have  had  little  or  no  opportunity  to  have  any- 
thing to  do  with  or  say  about  this  proposal. 

I  really  want  to  ask  you  about  the  details  of  this  plan.  My  cal- 
culations are  that  the  net  spending  cuts  are  far  less  than  I  ex- 
pected. I  don't  think  the  plan  comes  even  close  to  $1  in  spending 
cuts  for  $1  in  taxes.  My  initial  analysis  of  this,  Mr.  Secretary,  is 
that  it  is  about  76  cents  in  cuts  for  $1  in  new  taxes. 

I  don't  know  how  that  is  going  to  help  the  American  economy, 
and  I  say  that  in  all  honesty.  You  may  have  a  different  view.  But 
I  don't  think  that  large  new  taxes  and  large  new  government 
spending  have  ever  helped  America's  businesses. 

I  am  also  concerned  because  I  think  there  are  about  $160  billion 
in  new  expenditures  in  this  budget.  How  would  you  balance  the 
budget?  I  wonder  whether  we  should  be  spending  $160  billion  in 
new  programs.  That  may  not  be  your  bailiwick.  It  may  be  more  of 
yours,  Dr.  Rivlin. 

It  seems  to  me  that  when  you  actually  have  a  package  of  discre- 
tionary cuts  aside  from  defense,  of  about  $70  billion.  That  is  all 
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that  I  can  find.  Defense  gets  cut  about  $186  billion,  from  what  I 
can  find.  You  have  entitlement  and  mandator  cuts  of  $60  billion. 

I  would  ask  if  you  might,  while  I  am  absent,  pull  out  all  of  the 
tax  increases  that  you  are  counting  as  spending  cuts.  I  found  that 
the  proposed  increase  in  social  security  tax  is  counted  as  a  spend- 
ing cut.  It  seems  to  me  on  the  entitlement  and  mandatory  side 
there  is  a  huge  number  of  new  user  fees  and  taxes  on  certain 
groups  of  people  that  are  being  calculated  as  a  reduction  in  expend- 
itures. I  don't  think  that  is  right.  So,  essentially,  I  regret  to  come 
to  the  conclusion  that  this  is  not  even  one  for  one  spending  cuts 
to  tax  increases. 

My  last  observation  is  addressed  to  the  Secretary,  and  then  I  will 
ask  him  about  it:  Why  should  we  believe  that  putting  taxes  on 
without  a  full  reduction  on  the  expenditure  side  will  get  the  deficit 
under  control?  It  seems  to  me  our  history  has  been  that  when  you 
increase  taxes,  you  do  not  get  the  kind  of  spending  reduction  that 
is  needed.  The  deficit  ends  up  going  up,  not  coming  down. 

I  think  the  deficit  in  this  case  goes  up  after  the  first  4  years,  too, 
and  we  can  ask  Dr.  Rivlin  about  that.  After  all  these  taxes  and  so- 
called  cuts,  I  think  it  goes  up  1  year  after  President  Clinton's  first 
term,  not  down. 

Now,  I  am  going  to  run  and  vote  and  be  back.  Some  of  our  Sen- 
ators will  be  here  then,  too. 

Secretary  Bentsen.  Senator,  I  appreciate  your  comments.  I  am 
delighted  to  address  them.  I  will  try  to  hold  it  until  you  come  back. 

Senator  Exon  [presiding].  Did  you  wish  to  go  ahead  and  answer 
and  address  some  of  his  questions,  Mr.  Secretary,  or  did  you  wish 
me  to  start  my  line  of  questioning? 

Secretary  Bentsen.  Why  don't  we  let  him  come  back  so  he  can 
hear  my  answers.  I  would  be  delighted  to  answer  his  points.  Do 
you  want  us  to  go  ahead  with  our  statement  now? 

Senator  Exon.  I  would  suspect  that  maybe  to  get  some  order  out 
of  this — and  we  apologize.  Only  you  know  too  well  what  we  are 
going  through  this  morning,  Mr.  Secretary.  I  would  suggest  that  we 
proceed  with  your  statement  at  this  time. 

STATEMENT  OF  HON.  LLOYD  BENTSEN,  SECRETARY  OF  THE 

TREASURY 

Secretary  Bentsen.  Thank  you  very  much,  Senator. 

I  am  pleased  to  have  a  chance  to  be  back  with  my  colleagues  and 
address  what  I  think  is  the  most  important  economic  package  that 
has  been  offered  to  this  country  in  my  tenure  as  a  Senator. 

I  think  this  past  year  saw  the  American  people  issue  a  resound- 
ing call  for  economic  change.  Faced  with  a  stagnant  economy,  high 
unemployment,  and  falling  real  incomes,  Americans  turned  away 
from  the  status  quo.  They  made  it  clear  that  the  number  one  prior- 
ity for  America  is  to  reclaim  our  economic  future  and  return  our 
Nation  to  a  course  of  growth  and  opportunity. 

Last  night,  President  Clinton  presented  a  historic  agenda  for 
changing  our  economic  condition  in  this  country.  It  is  a  bold  plan 
that  acknowledges  our  problems  and  proposes  no-nonsense  solu- 
tions. 
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It  is  already  making  a  difference.  Consumer  confidence  is  up;  in- 
terest rates  are  heading  down.  People  are  making  plans  for  the  fu- 
ture. 

I  have  seen  a  lot  of  budgets,  and  I  can't  recall  one  with  such  a 
straightforward  message.  It  signals  a  new  era  of  economic  leader- 
ship by  a  President  who  knows  more  about  the  issues  than  any 
President  I  have  ever  seen.  The  President  knows  that  it  is  time  to 
reverse  years  of  weak  income  growth,  to  put  Americans  back  to 
work,  and  to  return  to  an  era  of  investment  and  opportunity  and 
fiscal  responsibility. 

This  is  an  honest  budget.  We  are  telling  it  straight.  It  is  not 
based  on  misleading  economic  predictions.  This  plan  will  stand  the 
light  of  day,  from  Main  Street  to  Wall  Street. 

It  is  a  plan  full  of  specifics.  But  before  we  focus  on  the  trees,  we 
ought  to  step  back  and  look  at  the  forest. 

First,  the  plan  acknowledges  that  the  economy  has  had  two  false 
starts  and  that  the  Americans  just  can't  afford  a  third.  So  it  calls 
for  a  2-year,  $30  billion  stimulus  package. 

Second,  the  President's  plan  outlines  a  detailed  road  map  for 
more  public  and  private  investment,  the  kind  that  will  improve 
long-run  increase  in  jobs,  income,  and  productivity. 

Third,  the  plan  boldly  reduces  the  Federal  deficit  over  the  long 
term.  If  left  unchecked,  the  deficit  will  continue  to  rob  this  country 
of  needed  private  investment  and  endanger  the  American  dream. 

This  plan  operates  from  a  straightforward  premise:  to  move  for- 
ward, you  have  to  know  where  you  are.  We  have  the  world's 
strongest  economy,  but  we  face  serious  economic  problems  in  both 
the  long  term  and  the  short  term. 

We  have  all  seen  some  encouraging  news  recently,  but  it  is  clear 
that  this  is  not  a  healthy  recovery.  I  would  like  to  show  that  on 
the  chart. 

Real  GDP  Growth  in  this  Recovery  has 
Lagged  Far  Behind  Typical  Recovery 


Annual  Rate  of  Growth 


r  Percent 


Current  Recovery 

Source    Department  ol  Commerce 


Typical  Recovery 
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Here  is  what  the  current  recovery  is,  2.2  percent  on  the  annual 
rate  of  growth.  A  typical  recovery  is  some  5  percent. 

Real  GDP  growth  has  averaged  only  2.2  percent  in  the  seven 
quarters  since  the  recession  ended  in  the  spring  of  1991. 

And  we  have  idle  resources.  We  are  only  using  about  79  percent 
of  our  industrial  capacity. 

Even  more  important,  we  are  not  creating  nearly  enough  new 
jobs.  Private  payroll  employment  has  risen  only  0.2  percent  since 
the  recovery  began  compared  to  a  typical  recovery  where  employ- 
ment would  have  risen  by  6.5  percent.  This  chart  makes  that  point. 
Virtually  no  job  growth  compared  with  a  typical  recovery. 

This  Recovery  has  Produced 

Virtually  No  Job  Growth 

Compared  withTypical  Recovery 

Percent  Increase  in  Jobs 


Percent 


0.2% 


Current  Recovery  Typical  Recovery 

Source:Department  of  Labor 

That  has  left  9  million  workers  unemployed.  That  is  2.25  million 
more  people  out  of  work  since  the  recession  began,  and  a  half  a 
million  more  than  at  the  bottom  of  the  recession  in  March  1991. 

So  what  we  need  is  faster  economic  growth,  and  we  need  new 
jobs.  The  stimulus  in  the  President's  plan  does  just  that. 

Getting  people  back  to  work  is  not  enough.  We  need  good  jobs. 
We  need  to  get  real  wages  rising  again. 

You  know,  Senators,  I  have  talked  to  families  across  this  coun- 
try, just  as  you  have,  and  I  know  that  they  are  working  harder  and 
still  having  to  make  do  with  less.  That  is  particularly  true  of  fami- 
lies with  children.  I  have  seen  their  standard  of  living  often  decline 
throughout  this  decade,  at  the  same  time  that  the  most  affluent 
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have  had  one  of  the  most  rapid  increases  in  income  in  this  decade. 
So  this  is  unacceptable. 

Jobs  and  productivity  growth  have  languished  for  two  reasons. 

First,  America  is  experiencing  a  public  investment  deficit.  During 
the  campaign,  the  President  emphasized  four  investment  themes: 
rebuilding  America;  lifelong  learning;  rewarding  work  and  families; 
and  providing  incentives  for  private  investment.  And  this  plan  hon- 
ors those  commitments. 

I  think  the  need  is  overwhelming.  During  the  1980's,  our  public 
investment  in  America's  infrastructure  came  to  a  serious  low  point. 
In  the  1960's,  public  investment  was  4.5  percent  of  GDP.  In  the 
1970's,  it  was  only  3.3  percent  of  GDP.  And  by  the  1980's,  it  had 
fallen  to  2.6  percent  of  GDP.  You  just  have  to  reverse  that  kind  of 
a  trend. 

The  Government  cannot  and  should  not  try  to  do  it  alone.  Public 
investment  must  be  accompanied  by  private  sector  investment,  and 
the  President  made  that  point  very  clearly  last  night  in  his  speech. 

Private  investment  has  also  fallen  behind.  So  this  plan  calls  for 
private  sector  tax  incentives  to  encourage  that  kind  of  economic 
growth.  It  also  corrects  one  of  the  major  factors  lowering  private 
investment,  and  that  is  the  soaring  Federal  deficits  and  debt.  Our 
Federal  deficit  has  forced  the  Government  to  borrow  huge  sums  of 
money,  much  of  that  coming  from  the  private  sector  and  competing 
for  financing  with  the  private  sector.  That  is  money  that  ought  to 
be  available  for  private  sector  investments  in  technology,  equip- 
ment, and  plants.  And  Government  interest  payments  ought  to  be 
going  for  education  and  training  of  our  people. 

Now,  how  does  this  deficit  relate  to  the  individuals?  How  does  it 
affect  Americans?  Well,  income  growth  is  stagnant  and  largely  due 
to  low  rates  of  productivity  growth. 

Productivity  hasn't  grown  as  fast  as  we  would  like  it  to  because 
there  hasn't  been  enough  investment.  Dollars  that  should  have 
gone  for  investment  have  gone  to  finance  the  deficit.  The  deficit,  by 
raising  interest  rates  and  discouraging  investment,  has  directly 
lowered  our  standard  of  living  and  cost  Americans  money. 

How  bad  is  the  deficit  picture?  This  year  we  are  going  to  have 
to  borrow  a  staggering  $310  billion  to  pay  its  bills.  But  the  problem 
is  much  worse  than  that.  If  we  do  nothing,  if  we  just  accept  the 
status  quo,  if  we  are  not  going  to  make  any  change,  in  10  years 
the  CBO  estimates  that  the  deficit  will  be  $653  billion. 

Now,  how  much  flexibility  do  you  think  you  will  have  at  that 
point?  How  much  of  that  budget  is  going  to  be  committed  to  paying 
interest  on  that  debt?  Well,  if  it  is  14  percent  today,  it  certainly 
would  be  over  20  percent  then. 

Another  way  to  evaluate  the  problem  is  to  look  at  our  Federal 
debt.  Of  course,  that  is  the  accumulation  of  each  year's  Federal 
deficits.  In  1980,  more  than  200  years  after  this  country  was  found- 
ed, the  publicly  held  Federal  debt  was  $700  billion.  Here  is  the  ac- 
cumulation of  what  you  can  see  has  been  happening  to  that  Fed- 
eral debt  held  by  the  public.  Today  it  is  over  $3  trillion.  If  nothing 
is  done,  the  CBO  estimates  that  that  debt  will  be  $7.5  trillion  in 
10  years. 

Think  what  that  does  to  Federal  interest  payments.  In  1993,  we 
are  paying  about  $200  billion  on  net  interest  payments,  14  percent 
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of  our  budget.  That  is  simply  unacceptable.  The  second  largest  and 
fastest  growing  item  in  the  budget.  Every  dollar  that  is  spent  on 
that  interest  is  a  dollar  that  could  have  been  spent  educating  a 
child  or  training  unemployed  workers  or  investing  in  new  tech- 
nologies for  our  country. 

For  all  of  these  reasons,  the  President's  plan  tackles  the  deficit 
and  proposes  a  comprehensive  deficit  reduction  package. 

The  President's  plan  contains  three  components:  a  stimulus 
package,  an  investment  plan,  and  a  deficit  reduction  plan.  I  would 
like  to  go  into  some  detail  on  each  of  those. 

First,  as  to  the  stimulus,  we  are  proposing  a  stimulus  based  on 
four  important  principles.  First,  the  initiatives  make  long-term 
sense.  They  fit  into  the  package  that  the  President  is  proposing. 
Every  item  in  it  fits  into  that  long-term  investment  plan. 

Second,  the  funds  will  get  into  the  economy  quickly. 

Third,  it  is  moderately  sized,  it  won't  run  the  risk  of  overheating 
the  economy  and  rekindling  inflationary  pressures. 

Finally,  the  package  achieves  a  balance  between  public  and  pri- 
vate investment.  Government  just  must  not  go  it  alone. 

Let  me  give  you  a  few  examples.  The  package  invests  in  our  in- 
frastructure through  funds  to  be  spent  in  1993  on  our  highways 
and  mass  transit  system.  It  invests  in  people  through  a  summer 
jobs  program  for  youth  that  will  create  683,000  part-time  jobs.  It 
fully  funds  child  immunizations,  and  if  you  are  from  Texas,  as  I 
am,  you  will  remember  last  year  the  epidemics  of  measles.  Mea- 
sles— the  problem  we  thought  we  had  done  away  with  years  ago. 
You  can  see  some  of  the  problems  that  happened  along  the  Texas- 
Mexican  border,  epidemics  among  children. 

It  also  funds  the  Women,  Infants,  and  Children  program,  WIC, 
and  Head  Start,  and  it  encourages  business  to  make  the  invest- 
ments we  need  to  build  long-term  productivity  and  sustained 
growth. 

The  plan  includes  a  temporary  incremental  investment  tax  credit 
for  large  business  and  a  permanent  tax  credit,  flat  credit,  full  cred- 
it, phasing  down  from  7  percent  to  5  percent  on  investment  by 
small  business.  On  a  full-year  equivalent  basis,  the  overall  stimu- 
lus package  will  create  500,000  new  jobs. 

Americans  need  this  plan  and  they  need  it  now.  We  hope  that 
the  Congress  will  immediately  adopt  the  stimulus  spending  propos- 
als which  the  President  put  forward  last  night.  The  tax  components 
of  our  stimulus  plan  will  be  forwarded  to  Congress  when  the  final 
budget  is  sent  up  in  mid-March. 

In  addition,  my  Department — in  cooperation  with  the  Federal  Re- 
serve and  the  FDIC— is  working  to  alleviate  the  credit  crunch,  to 
free  up  capital  for  small-  and  medium-sized  businesses.  If  some  of 
you  come  from  some  of  the  smaller  towns  of  America,  you  know 
what  I  am  talking  about:  the  credit  crunch  is  affecting  the  growth 
plans  of  small  businesses  and  the  increase  of  jobs  that  would  come 
from  those  plans. 

We  will  also  take  a  variety  of  regulatory  steps  to  encourage  lend- 
ing without  jeopardizing  safety  or  soundness  and  to  increase  the 
emphasis  on  equal  credit  opportunities. 


117 

Now,  that  is  what  we  need  to  do  to  tackle  today's  challenge.  Yet 
we  all  know  that  is  only  half  the  battle.  The  long-term  program  is 
bold  and  decisive.  Now  let  me  start  with  the  investment  plan. 

Both  private  and  public  investment  are  too  low,  and  it  is  time 
to  take  action. 

The  President's  vision  encompasses  a  nation  that  is  acquiring 
leading-edge  technology  and  equipment  across  the  board  and  a  na- 
tion that  is  enriching  its  human  capital  through  education  and 
training. 

The  proposed  investments  in  President  Clinton's  economic  pro- 
gram reaffirm  his  campaign  investment  themes. 

First,  infrastructure:  Everyone  knows  that  America's  physical 
plant  is  eroding  and  must  be  rebuilt.  By  fiscal  year  1997,  we  have 
committed  nearly  $19  billion  annually,  including:  $3  billion  each 
for  transportation  and  the  environment;  $6.2  billion  on  technology, 
including  the  R&D  credit  and  the  National  Science  Foundation; 
$2.5  billion  for  housing  and  community  development;  $600  million 
on  rural  development. 

Second,  lifelong  learning:  A  cornerstone  of  President  Clinton's  ap- 
proach to  economics  is  the  belief  that  in  an  age  of  mobile  produc- 
tion and  mobile  capital,  our  most  important  resource  is  our 
workforce;  because  capital  can  move  aoroad,  plants  can  move 
abroad,  but  our  people  must  be  an  educated  workforce,  a  competi- 
tive workforce  with  international  competitors. 

I  like  that  story  of  the  factory  owner  who  was  showing  off  all  his 
new  equipment  to  some  visitors.  One  of  the  visitors  said, 
Now,  tell  me,  which  one  is  the  most  important  asset? 

The  owner  replied, 

My  most  important  assets  are  the  employees  who  walk  out  of  that  door  every 
evening. 

Education  and  training  must  become  an  imperative.  By  fiscal 
year  1997,  we  are  proposing  nearly  $16  billion  annually  for  lifelong 
learning,  including:  $3.4  billion  on  the  innovative  National  Service 
Corps;  $3.7  billion  to  fully  fund  Head  Start,  which  is  universally 
acknowledged  as  an  effective  preschool  preparation;  $1  billion  for 
the  WIC  program;  $4.1  billion  on  worker  retraining,  including  de- 
fense conversion  and  NAFTA-related  worker  assistance. 

Before  the  Finance  Committee,  I  had  some  industrialists  from 
Germany,  and  I  said, 

If  there  was  one  thing  you  could  point  out  to  me  that  gives  you  an  edge  in  your 
international  competition? 

and  he  said, 

The  apprentice  program,  what  we  are  able  to  do.  Some  of  our  young  people  don't 
go  to  college,  but  they  work  into  this  apprentice  program  and  know  they  have  a  job, 
that  they  are  going  to  be  a  contributor  to  the  economic  improvement  of  their 
country. 

Third,  rewarding  work:  Anyone  who  works  hard  should  not  have 
to  live  in  poverty. 

To  meet  that  principle,  we  will  sharply  expand  the  earned  in- 
come tax  credit  by  $6  billion  annually.  That  step  fulfills  two  goals: 
raising  working  families  above  the  poverty  line,  and  ensuring  that 
the  impacts  of  the  energy  tax  are  fully  offset  for  families  earning 
$30,000  or  less. 
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Those  investments  mark  a  sharp  break  from  past  priorities.  I 
know  some  are  going  to  argue  that  one  Government  program  is 
much  like  another,  and  I  am  quite  sure  that  the  horse  trading  has 
already  begun  in  the  back  corridors  and  the  back  offices. 

But  let  this  administration's  priorities  be  clear.  For  millions  of 
young  children  who  deserve  a  chance  to  compete  in  tomorrow's 
economy  and  for  millions  of  adults  who  need  help  in  adjusting  to 
today's  new  work  environment,  these  kinds  of  programs  are  a  life- 
line. 

On  the  deficit,  for  over  5  years,  the  President's  deficit  reduction 
plan  cuts  spending  and  increases  revenue  by  $704  billion.  At  the 
same  time,  we  are  directing  $231  billion  to  investment  in  our  coun- 
try and  our  people.  And  overall,  we  erase  $473  billion  in  red  ink. 

You  can  see  what  we  have  done  with  the  CBO  baseline  deficit 
and  where  it  will  go  with  the  administration's  plan  and  where  it 
will  be  if  we  accept  the  status  quo. 

This  plan  differs  from  previous  deficit  reduction  plans  in  a  num- 
ber of  aspects,  and  here  I  can  speak  from  experience.  I  sure  know 
what  it  is  like  to  sit  in  Congress  and  receive  a  plan  that  takes  all 
the  credit  and  asks  the  Congress  to  make  the  tough  choices.  This 
package  does  not  offer  vague  concepts.  It  has  150  specific  cuts.  It 
doesn't  hide  behind  the  rhetoric.  It  makes  its  case  up  front  and  out 
in  the  open.  The  savings  in  this  plan  are  permanent.  They  are  not 
temporary.  There  will  be  no  double  counting. 

Not  only  did  we  use  the  more  conservative  economic  forecasts  of 
the  CBO,  we  avoided  an  across-the-board  freeze  or  cut  where  you 
don't  specify  who  gets  hurt.  That  is  a  gimmick  that  has  been  tried 
time  and  time  again.  We  thought  about  what  that  would  do  to  vet- 
erans programs  and  social  security  and  Head  Start  and  environ- 
mental improvements,  and  we  rejected  it.  Likewise,  we  rejected  a 
series  of  caps  which  left  cuts  to  be  determined  later.  We  did  that 
not  just  because  of  what  they  would  do,  but  because  that  is  the  ap- 
proach favored  by  pencil-pushers,  and  not  this  President. 

President  Clinton  is  here  to  make  the  tough  choices,  not  to  abdi- 
cate responsibility.  He  knows  that  this  is  the  responsible  way  to  do 
budgeting. 

He  made  hard  choices  on  spending  and  made  sure  that  the  defi- 
cit reduction  plan  is  balanced.  If  Americans  are  going  to  be  asked 
to  pay  more,  they  should  have  confidence  that  we  look  to  cutting 
Government  first. 

In  1997,  when  the  plan  is  fully  operational,  the  majority  of  the 
savings  will  come  from  spending  cuts,  not  revenues.  In  the  years 
beyond,  the  proportion  of  spending  cuts  remains  at  least  that  high. 

Now,  let  me  give  you  a  few  of  the  details  of  the  plan. 

We  have  taken  the  first  steps  to  changing  our  economic  course 
within  the  Federal  Government  itself.  It  is  only  fair  that  if  we  ask 
Americans  to  contribute,  we  make  our  own  contribution  first.  That 
is  from  the  White  House  right  on  down.  Every  department  and 
every  agency  is  affected. 

President  Clinton  has  directed  a  25-percent  reduction  in  the  size 
of  the  staff  of  the  White  House,  and  the  elimination  of  100,000  po- 
sitions in  the  Federal  Government  workforce.  I  already  have  the  di- 
rectives given  to  us  in  the  Treasury  Department. 
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The  personnel  reductions  and  administrative  changes  alone 
should  save  $9  billion.  Through  1997,  we  are  cutting  the  cost  of 
running  our  departments  and  agencies  by  14  percent. 

The  fair  and  equitable  changes  we  propose  in  entitlement  pro- 
grams will  save  $42  billion  by  1997. 

Now  let's  talk  about  another  specific.  There  are  some  Americans 
who  do  farming,  but  who  also  earn  more  than  $100,000  a  year  from 
things  that  have  nothing  to  do  with  the  producing  of  food  or  other 
farm  goods.  So  we  will  end  farm  payments  to  those  people.  It  is 
only  fair  that  subsidies  end  for  those  who  do  not  need  them. 

In  the  student  loan  program,  valuable  dollars  that  could  be  in- 
vested in  education  are  being  spent  on  fees  for  commercial  banks 
to  operate  the  program.  Converting  to  a  direct  loan  program  will 
save  us  money  that  now  goes  to  middlemen,  while  preserving  our 
commitment  to  students  and  their  families. 

In  addition,  we  will  make  permanent  many  of  the  temporary  sav- 
ings that  were  included  in  the  1990  budget  summit  agreement. 

Our  plan  would  also  make  prudent  cuts  in  medicare  provider 
payments,  without — and  let  me  repeat  that — without  reducing  the 
care  available  to  medicare  patients.  And  our  plan  hopefully  may  re- 
duce out-of-pocket  costs  for  middle-  and  lower-income  medicare 
beneficiaries. 

The  largest  and  the  most  sensitive  entitlement  program  of  all  is, 
of  course,  social  security.  We  propose  no  change  in  social  security 
benefits  or  the  cost-of-living  increases. 

But  the  same  approach  we  are  taking  for  the  well-to-do  bene- 
ficiaries of  other  Federal  programs,  we  are  taking  here  also.  For 
upper-income  recipients,  the  plan  increases  the  percentage  of  their 
social  security  benefits  subject  to  tax,  from  50  percent  to  85  per- 
cent. That  brings  their  tax  treatment  more  in  line  with  the  tax 
treatment  of  other  pensions. 

This  extra  revenue  money  goes  to  the  medicare  trust  fund,  which 
the  1992  trustees'  report  indicates  may  be  exhausted  by  the  year 
2002  if  we  do  not  act.  So  this  moves  over  to  be  sure  that  we  have 
a  solvent  medicare  trust  fund,  and  that  is  going  to  ensure  that 
medicare  recipients  will  have  some  comfort  in  that  regard. 

In  many  instances,  where  the  Government  provides  a  service  we 
will  seek  a  more  equitable  reimbursement  for  it. 

Additionally,  by  1997,  domestic  nondefense  appropriations  cuts 
should  bring  down  Federal  sending  by  $20  billion.  And  we  will  see 
significant  savings  with  prudent  reductions  in  defense  expendi- 
tures. We  will  emerge  with  an  efficient  Government  that  pays  its 
way,  just  like  our  families  and  our  businesses. 

On  the  revenue  side  of  the  budget,  the  President's  plan  restores 
equity  to  our  tax  system.  It  is  time  for  the  affluent  to  pay  their  fair 
share  of  the  cost  of  Government. 

The  President's  plan  restores  greater  progressivity  to  the  individ- 
ual tax  system.  It  makes  it  far  more  fair  and  equitable.  Households 
with  $140,000  of  taxable  income  have  their  top  rate  increased  to 
36  percent.  A  surtax  of  10  percent  is  levied  on  those  with  incomes 
of  $250,000  or  more.  These  changes  will  affect  only  the  wealthiest 
1.2  percent  of  American  taxpayers.  Those  rate  changes  just  won't 
touch  the  average  American  household. 
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We  are  asking  corporations  to  pay  their  fair  share.  The  top  rate 
is  raised  from  34  to  36  percent  for  corporations  with  income  over 
$10  million. 

Let  me  make  another  point  on  that.  If  you  look  at  our  principal 
competitors  and  what  corporations  pay  there,  if  you  are  looking  at 
Japan,  it  is  40  percent,  their  top  rate.  If  you  look  at  Germany,  it 
is  50  percent.  If  you  look  at  the  percentage  of  tax  revenue  that 
came  from  corporations  back  in  1955,  it  was  about  27  percent. 
Today  it  is  about  9  percent.  If  you  look  at  it  in  Germany  and 
Japan,  a  higher  ratio  of  their  tax  revenues  comes  from  corpora- 
tions. So  I  don't  think  we  are  putting  ours  at  a  competitive  dis- 
advantage at  all. 

The  plan  also  includes  a  variety  of  loophole  closers  such  as  limit- 
ing deductions  for  meals  and  entertainment  and  for  club  dues.  And 
foreign  businesses  will  be  asked  to  pay  more  taxes. 

Finally,  the  plan  includes  a  broad-based  energy  tax.  That  tax  has 
three  simple  goals:  improving  our  environment,  reducing  depend- 
ence on  foreign  oil,  and  cutting  the  deficit.  Take  it  from  a  Texan: 
That  makes  good  economic  sense. 

Now,  you  are  going  to  hear  a  lot  about  how  this  tax  will  affect 
middle-income  Americans.  The  President  personally  made  sure 
that  we  were  very  careful  about  that  issue. 

By  making  other  adjustments,  we  were  able  to  ensure  that  the 
energy  tax  would  mean  little  or  no  loss  in  after-tax  income  for 
households  with  incomes  of  less  than  $30,000  a  year.  The  energy 
tax  will  have  only  a  modest  impact  on  families  making  between 
$30,000  and  $100,000. 

Since  the  election,  and  since  the  public  has  realized  the  Presi- 
dent's commitment  to  deficit  reduction,  interest  rates  have  started 
down.  The  day  that  we  announced  that  an  energy  tax  was  a  serious 
option  being  considered  by  the  administration,  the  next  day  inter- 
est rates  hit  a  6V2-year  low.  And  what  you  are  seeing  today  in 
home  mortgages  is  the  lowest  rate  in  20  years,  so  low  that  a  home- 
owner with  a  variable  rate  loan  or  who  refinanced  a  higher-rate 
mortgage  would  already  be  able  to  pay  the  energy  tax  and  have 
plenty  left  over. 

The  net  impact  on  an  average  middle-income  family  earning 
$40,000  is  under  $17  a  month. 

The  administration  believes  that  this  is  a  fair  contribution  to  ask 
of  middle-income  families. 

Now,  there  is  one  other  thing  we  have  to  do  to  reverse  the 
growth  in  our  deficit,  and  that  is  gain  control  of  the  costs  of  health 
care.  The  costs  of  medicare  and  medicaid  are  the  fastest  growing 
element  in  our  budget,  and  the  cost  and  availability  of  health  care 
are  among  the  most  important  concerns  of  all  Americans. 

If  we  do  nothing  to  control  these  costs,  in  the  next  decade  you 
are  going  to  see  the  increase  in  spending  for  medicare  and  medic- 
aid programs  alone  exceeding  the  level  of  the  current  deficit. 

We  are  searching  for  ways  to  bring  that  problem  under  control, 
and  by  early  May  we  expect  to  have  a  plan  that  has  to  be  enacted 
quickly. 

We  also  will  be  submitting  legislation  later  this  spring  to  help 
shift  Americans  from  welfare  to  jobs.  Together  with  our  stimulus, 
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investment,  and  deficit  reduction  plans,  these  proposals  will  form 
the  basis  of  our  long-term  strategy  to  invest  in  America. 

Getting  control  of  health  care  costs  and  our  economic  program 
are  each  significant  steps  toward  reversing  the  deficit  growth,  and 
we  have  to  take  on  both  of  them.  If  we  enact  one  without  the  other, 
it  is  not  good  enough.  We  will  fall  short,  and  we  will  leave  our  fu- 
ture at  risk.  These  measures  won't  just  cut  costs;  they  will  help 
millions  of  Americans  become  productive  members  of  the  workforce. 

Finally,  I  am  also  going  to  work  with  our  G7  partners.  I  have  al- 
ready met  with  a  number  of  the  finance  ministers.  The  President's 
program  will  lay  the  foundation  for  complementary  action  by  other 
countries  to  ensure  an  expanding  world  economy.  For  years  we 
have  been  telling  them  that  we  were  going  to  address  some  of  these 
concerns,  and  for  years  we  have  not.  This  is  not  a  time  of  trying 
to  point  fingers  of  blame.  But  it  is  something  that  is  shared  by  both 
the  administrations  and  the  Congress.  Now  we  have  to  face  up  to 
it. 

But  the  success  of  these  efforts  are  going  to  largely  depend  on 
the  credibility  of  our  domestic  economic  program  and  our  commit- 
ment to  reduce  that  deficit.  And  a  free  and  fair  trading  environ- 
ment will  help  increase  exports  and  our  prosperity. 

So  this  is  the  time  for  meaningful  change,  not  just  here  in  Wash- 
ington and,  indeed,  not  just  here  in  America.  For  the  first  time  in 
years,  we  have  a  plan  that  takes  a  credible  approach  to  the  deficit, 
to  investment,  to  our  long-term  economic  health. 

And  I  know  that  the  telephones  in  Washington  are  ringing  off 
the  wall,  and  soon  you  are  going  to  get  millions  of  letters  arriving. 
The  lobbyists  and  the  special  interests  who  want  to  protect  the  sta- 
tus quo  are  gearing  up.  Because  I  have  sat  where  you  sit,  and  I 
sure  know  it  doesn't  take  long,  serving  here  in  the  Congress,  to  un- 
derstand the  difference  between  grass  roots  and  astroturf. 

Now,  I  know  that  while  the  special  interests  are  clinging  to  the 
status  quo,  our  national  interest  demands  that  change. 

Some  of  my  colleagues  have  said  this  is  "a  vote  of  a  lifetime."  I 
couldn't  agree  more.  But  also  think  of  it  as  a  vote  for  your  children, 
for  their  lifetimes,  because  that  is  what  it  is  all  about. 

So  we  have  to  face  that  future  together.  And  I  heard  my  friend 
from  New  Mexico  say  "bipartisan."  I  sure  agree  with  that.  Repub- 
licans and  Democrats  on  this  committee  and  in  the  Congress  are 
going  to  have  their  input.  And  I  hope  what  we  come  up  with  is  bi- 
partisan. 

If  you  know  a  way  to  cut  it  more,  be  specific,  and  we  want  to 
hear  it.  And  we  will  give  that  consideration.  So  I  think  we  do  this 
not  as  Democrats  or  Republicans,  not  as  Southerners  or  Northern- 
ers, but  as  parents  and  public  servants. 

Thank  you. 

Chairman  Sasser.  Thank  you  very  much,  Mr.  Secretary. 

[The  prepared  statement  of  Secretary  Bentsen  follows:] 

PREPARED  STATEMENT  OF  SECRETARY  LLOYD  BENTSEN 

This  past  year  saw  the  American  public  issue  a  resounding  call  for  economic 
change.  Faced  with  a  stagnant  economy,  high  unemployment  and  falling  real  in- 
comes, Americans  turn  away  from  the  status  quo.  They  made  it  clear  that  the  num- 
ber one  priority  for  America  is  to  reclaim  our  economic  future  and  return  our  nation 
to  a  course  of  growth  and  opportunity. 
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Last  night,  President  Clinton  presented  an  historic  agenda  for  changing  our  eco- 
nomic condition.  It  is  a  bold  plan  that  acknowledges  our  problems  and  proposes  no- 
nonsense  solutions.  y    ^ 

It's  already  making  a  difference.  Consumer  confidence  is  up,  interest  rates  are 
heading  down.  People  are  making  plans  for  the  future. 

I've  seen  a  lot  of  budgets,  and  I  can't  recall  one  that  had  such  a  straightforward 
message.  It  signals  a  new  era  of  economic  leadership  by  a  President  who  knows  the 
issues  better  than  any  in  memory.  The  President  knows  that  it's  time  to  reverse 
years  of  weak  income  growth,  to  put  Americans  back  to  work,  and  to  return  to  an 
era  of  investment  and  fiscal  responsibility. 

This  is  an  honest  budget.  We  are  telling  it  straight.  It  is  not  based  on  misleading 
economic  predictions.  This  plan  will  stand  the  light  of  day,  from  Main  Street  to  Wall 
Street. 

It's  a  plan  full  of  specifics.  But  before  we  focus  on  the  trees,  it's  important  to  step 
back  and  look  at  the  forest. 

First,  the  President's  plan  acknowledges  that  this  economy  has  had  two  false 
starts  and  the  fact  that  Americans  can't  afford  a  third.  So  it  calls  for  a  2-year  $30 
billion  stimulus  package.  Second,  the  President's  plan  outlines  a  detailed  road  map 
for  more  public  and  private  investment— the  kind  that  will  improve  long-run  growth 
in  jobs,  income,  and  productivity. 

Third,  the  plan  boldly  reduces  the  Federal  deficit  over  the  long-term.  If  left  un- 
checked, the  deficit  will  continue  to  rob  this  country  of  needed  private  investment 
and  endanger  the  American  Dream. 

This  plan  operates  from  a  straightforward  premise:  to  move  forward,  you  must 
know  where  you  are.  We  have  the  world's  strongest  economy,  but  we  face  serious 
economic  problems  in  both  the  long-term  and  the  short-term. 

We've  all  seen  a  lot  of  encouraging  economic  news  recently,  but  it's  clear  that  this 
is  still  not  a  healthy  recovery. 

Real  GDP  growth  has  averaged  only  2.2  percent  in  the  seven  quarters  since  the 
recession  ended  in  the  spring  of  1991 — compared  to  about  5  percent  averaged  over 
comparable  periods  in  past  recoveries. 

And  we  have  idle  resources — we  are  only  using  about  79  percent  of  our  industrial 
capacity. 

Even  more  important,  we  aren't  creating  nearly  enough  new  jobs.  Private  payroll 
employment  has  risen  only  0.2  percent  since  the  recovery  began  compared  to  a  typi- 
cal recovery  where  employment  would  have  risen  by  6.5  percent.  That's  left  9  mil- 
lion workers  unemployed— that's  2Vi  million  more  people  out  of  work  since  when 
the  recession  began,  and  a  half  million  more  than  at  the  trough  of  the  recession  in 
March  1991. 

We  need  faster  economic  growth  and  we  need  new  jobs.  The  stimulus  in  the  Presi- 
dent's plan  does  that. 

Getting  people  back  to  work  is  not  enough,  however.  We  need  good  jobs.  We  need 
to  get  real  wages  rising  again.  I've  talked  to  families  across  the  country  and  I  know 
that  they  are  working  harder  and  still  having  to  make  do  with  less;  for  many,  their 
standard  of  living  continues  to  fall.  This  is  unacceptable. 

Jobs  and  productivity  growth  have  languished  for  two  reasons. 

First,  America  is  experiencing  a  public  investment  deficit.  During  the  campaign, 
the  President  emphasized  four  investment  themes:  rebuilding  America,  lifelong 
learning,  rewarding  work  and  families,  and  providing  incentives  for  private  invest- 
ment. This  plan  honors  those  commitments. 

The  need  is  overwhelming.  During  the  1980s,  our  public  investment  in  America's 
infrastructure  sunk  to  a  serious  low  point.  In  the  1960s,  public  investment  was  4.5 
percent  of  GDP,  in  the  1970s,  it  was  only  3.3  percent  of  GDP.  By  the  1980s,  it  had 
fallen  to  2.6  percent  of  GDP.  This  trend  must  be  reversed.  Government  cannot  and 
should  not  try  to  do  it  alone.  Public  investment  must  be  accompanied  by  private- 
sector  investment. 

Private  investment  has  also  fallen  behind.  So  this  plan  call  for  private-sector  tax 
incentives  to  encourage  economic  growth.  It  also  corrects  one  of  the  major  factors 
lowering  private  investments:  the  soaring  Federal  deficits  and  debt.  Our  Federal 
deficit  has  forced  the  government  to  borrow  huge  sums  of  money,  and  much  of  it 
has  come  from  the  private  sector.  That's  money  that  should  be  available  for  private 
sector  investments  in  technology,  equipment  and  plants.  And  government  interest 
payments  could  be  going  for  education  and  training. 

How  does  the  deficit  affect  Americans?  Income  growth  is  stagnant,  largely  due  to 
low  rates  of  productivity  growth. 

Productivity  hasn't  grown  as  fast  as  we'd  like  because  there  hasn't  been  enough 
investment.  Dollars  that  should  have  gone  for  investment  have  gone  to  finance  the 
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deficit.  The  deficit,  by  raising  interest  rates  and  discouraging  investment,  has  di- 
rectly lowered  our  standard  of  living  and  cost  Americans  money. 

How  bad  is  the  deficit  picture?  This  year,  the  government  must  borrow  a  stagger- 
ing $310  billion  to  pays  its  bills.  But  the  problem  is  much  worst  than  that.  If  we 
do  nothing,  in  10  years  the  CBO  estimates  the  deficit  will  be  $653  billion. 

Another  way  to  evaluate  the  problem  is  to  look  at  our  Federal  debt.  That's  the 
accumulation  of  each  year's  Federal  deficits.  In  1980,  more  than  200  years  after  this 
country  was  founded,  the  publicity-held  Federal  debt  was  $700  million.  Today  it  is 
over  $3  trillion.  If  nothing  is  done,  the  CBO  estimates  the  debt  will  be  $7.5  trillion 
in  10  years. 

And  just  think  about  what  that  rising  debt  does  to  Federal  interest  payments.  In 
1993  we  are  spending  about  $200  billion  on  net  interest  payments,  14  percent  of 
our  budget.  This  is  simply  unacceptable.  Every  dollar  that  is  spent  on  net  interest 
is  a  dollar  that  could  have  been  spent  educating  a  child,  or  training  unemployed 
workers,  or  investing  in  new  technologies. 

For  all  these  reasons,  the  President's  plan  tackles  the  deficit  and  proposes  a  com- 
prehensive deficit  reduction  package. 

The  President's  plan  contains  three  components,  a  stimulus  package,  an  invest- 
ment plan,  and  a  deficit  reduction  plan.  I  would  like  to  go  into  some  detail  on  each 
of  these  now. 

STIMULUS 

We're  proposing  a  stimulus  based  on  four  important  principles.  First,  the  initia- 
tives mate  long-term  sense.  Every  item  in  it  fits  into  the  President's  long-term  in- 
vestment plan. 

Second,  the  funds  will  get  into  the  economy  quickly.  Third,  it  is  moderately  sized, 
and  won't  run  the  risk  of  overheating  the  economy  and  rekindling  inflationary  pres- 
sures. 

Finally,  the  package  achieves  a  balance  between  public  and  private  investment. 
Government  must  not  go  it  alone  now. 

Let  me  give  you  just  a  few  examples.  The  package  invests  in  our  infrastructure 
through  funds  to  be  spent  in  1993  on  our  highways  and  mass  transit  system.  It  in- 
vests in  people  through  a  summer  iobs  program  for  youth  that  will  create  683,000 
part-time  jobs  and  through  full  funding  for  child  immunization,  the  Women,  Infants 
and  Children  Program  (WIC),  and  Head  Start.  And  it  encourages  business  to  make 
the  investments  we  need  to  build  long-term  productivity  and  sustained  growth. 

The  plan  includes  a  temporary  incremental  investment  tax  credit  for  large  busi- 
nesses and  a  permanent  tax  credit  phasing  down  from  7  percent  to  5  percent  on 
investments  by  small  business.  On  a  full-year  equivalent  basis,  the  overall  stimulus 
plan  will  create  500,000  new  jobs. 

Americans  need  this  plan  right  away.  We  hope  that  the  Congress  will  imme- 
diately adopt  the  stimulus  spending  proposals  which  the  President  put  forward  last 
night.  The  tax  components  of  our  stimulus  plan  will  be  forwarded  to  Congress  when 
the  full  budget  is  sent  up  in  mid-March. 

In  addition,  my  department — in  cooperation  with  the  Federal  Reserve  and  the 
FDIC — is  working  to  alleviate  the  "credit  crunch" — to  free  up  capital  for  small  and 
medium-sized  businesses.  We  will  take  a  variety  of  regulatory  steps  to  encourage 
lending  without  jeopardizing  safety  or  soundness,  and  increase  the  emphasis  on 
equal  credit  opportunities. 

This  is  what  we  need  to  do  to  tackle  today's  challenge.  Yet  we  all  know  that  that's 
only  half  the  battle.  The  long-term  program  is  bold  and  decisive.  Let  me  start  with 
the  investment  plan. 

INVESTMENTS 

Both  private  investment  and  public  investment  are  too  low  and  it's  time  to  take 
action. 

The  President's  vision  encompasses  a  nation  that  is  acquiring  leading  edge  tech- 
nology and  equipment  across  the  board;  and,  a  nation  that  is  enriching  its  human 
capital  through  education  and  training. 

The  proposed  investments  in  President  Clinton's  economic  program  reaffirms  his 
campaign  investment  themes. 

First,  infrastructure:  everyone  knows  America's  physical  plant  is  eroding  and 
must  be  rebuilt.  By  fiscal  year  1997,  we  have  committed  nearly  $19  billion  annually, 
including: 

•  $3  billion  for  transportation  and  the  environment 
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•  ^Foundation*  technology'  Gliding  the  R&D  tax  credit  and  the  National  Science 

•  $2.5  billion  for  housing  and  community  development 

•  $600  million  on  rural  development 

•  Seco°d'  {belong  learning;  a  cornerstone  of  President  Clinton's  approach  to  econom- 
ics is  the  belief  that  m  an  age  of  mobile  production  and  mobile  capital,  our  most 
important  resource  is  our  work  force. 

I  like  the  story  of  the  factory  owner  who  was  showing  off  new  equipment  to  some 
visitors.  One  of  the  visitors  asked,  "which  of  these  is  your  most  important  asset " 
1  he  owner  replied  "My  most  important  assets  are  the  employees  who  walk  out  of 
the  door  every  night." 

Education  and  training  must  become  an  imperative.  By  fiscal  year  1997  we  are 
proposing  nearly  $16  billion  annually  for  lifelong  learning,  including: 

•  $3.4  billion  on  the  innovative  National  Service  Corps; 

•  $3.7  billion  to  fully  fund  Head  Start,  universally;  acknowledged  as  effective  pre- 

school preparation; 

•  $1  billion  for  the  WIC  Program; 

•  $4.1  billion  on  worker  retraining,  including  defense  conversion  and  NAFTA-relat- 

ed  worker  assistance; 

•  $3.2  billion  on  education  reform,  including  violence  prevention  and  reforming  stu- 

dent aid;  & 

Third,  rewarding  work:  anyone  who  works  hard  should  not  have  to  live  in  poverty. 
To  meet  this  principle,  we  will  sharply  expand  the  earned  income  tax  credit  by 
about  $6  billion  annually.  This  step  fulfills  two  goals: 

•  raising  working  families  above  the  poverty  line; 

•  ensuring  that  the  impacts  of  the  energy  tax  are  fully  offset  for  families  earning 

$30,000  or  less. 

These  investments  mark  a  real  break  from  past  priorities.  Now  some  are  going 
to  argue  that  one  government  program  is  much  like  another  and  I  am  quite  sure 
that  the  horse  trading  has  already  begun  in  the  corridors  and  back  offices. 

But  let  this  Administration's  priorities  be  clear.  For  millions  of  young  children 
who  deserve  a  chance  to  compete  in  tomorrow's  economy  and  for  millions  of  adults 
who  need  help  in  adjusting  to  today's  new  work  environment,  these  programs  are 
their  lifeline. 

THE  DEFICIT 

Over  5  years,  the  president's  deficit  reduction  plan  cuts  spending  and  increases 
revenue  by  $703  billion.  At  the  same  time,  we're  directing  $231  billion  to  investment 
in  our  country  and  our  people.  Overall,  we  erase  $473  bilhon  dollars  in  red  ink. 

This  plan  differs  from  previous  deficit  reduction  plans  in  a  number  of  respects — 
and  here  I  really  can  speak  from  experience.  I  know  what  it's  like  to  receive  a  plan 
that  takes  all  the  credit  and  ask  Congress  to  make  all  the  tough  choices.  This  pack- 
age doesn't  offer  vague  concepts,  it  has  150  specific  cuts.  It  doesn't  hide  behind  rhet- 
oric. It  makes  its  case  up  front  and  out  in  the  open.  The  savings  in  this  plan  are 
permanent,  not  temporary.  There  will  be  no  double  counting. 

Not  only  did  we  use  the  more  conservative  economic  forecasts  of  the  CBO,  we 
avoided  an  across-the-board  freeze  or  cut.  We  thought  about  what  that  would  do  to 
veterans  programs  and  social  security  and  Head  Start  and  environmental  improve- 
ments, and  we  rejected  it.  Likewise,  we  rejected  a  series  of  caps  which  left  cuts  to 
be  determined  later.  We  did  that  not  just  because  of  what  they  would  do,  but  be- 
cause that's  the  approach  favored  by  pencil  pushers — not  this  President.  President 
Clinton  is  here  to  make  the  tough  choices,  not  to  abdicate  responsibility.  He  knows 
that  this  is  the  responsibile  way  to  do  budgeting. 

He  made  hard  choices  on  spending  and  made  sure  that  the  deficit  reduction  plan 
is  balanced.  If  Americans  are  going  to  be  asked  to  pay  more,  they  should  have  con- 
fidence that  we  look  to  cutting  government  first.  In  1997,  when  the  plan  is  fully 
operational,  58  percent  of  the  savings  will  come  from  spending  cuts  and  only  42  per- 
cent from  revenues.  In  the  years  beyond,  the  proportion  of  spending  cuts  remains 
at  least  that  high. 

Let  me  just  give  you  a  few  of  the  details  on  the  plan. 

We  have  taken  the  first  steps  to  changing  our  economic  course  within  the  Federal 
Government  itself.  It  is  only  fair  that  if  we  ask  America  to  contribute,  we  make  our 
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contribution  first.  From  the  White  House  on  down,  every  department  and  agency 
is  affected. 

President  Clinton  has  directed  a  25  percent  reduction  in  the  staff  of  the  White 
House,  and  the  elimination  of  100-thousand  positions  in  the  Federal  Government 
work  force.  The  personnel  reductions  and  administrative  changes  alone  should  save 
$9  billion.  Through  1997,  we're  cutting  the  cost  of  running  our  departments  and 
agencies  by  14  percent. 

The  fair  and  equitable  changes  we  propose  in  entitlement  programs  will  save  $42 
billion  by  1997. 

There  are  Americans  who  do  some  farming,  but  also  earn  more  than  $100,000  a 
year  from  activities  that  have  nothing  to  do  with  producing  food  or  other  farm 
goods.  We  will  end  farm  payments  to  these  people.  It's  only  fair  that  subsidies  end 
for  those  who  do  not  need  them. 

In  the  student  loan  program,  valuable  dollars  that  could  be  invested  in  education 
are  being  spent  on  fees  for  commercial  banks  to  operate  the  program.  Converting 
to  a  direct  loan  program  will  save  us  money  that  now  goes  to  middlemen,  while  pre- 
serving our  commitment  to  students  and  their  families. 

In  addition,  we  will  make  permanent  many  of  the  temporary  savings  that  were 
contained  in  the  1990  budget  agreement. 

Our  plan  also  will  make  prudent  cuts  in  medicare  provider  payments,  without, 
and  let  me  repeat  that,  without  reducing  the  care  available  to  medicare  patients. 
And  our  plan  hopefully  may  reduce  out-of-pocket  costs  for  middle  and  lower-income 
medicare  beneficiaries. 

The  largest  and  most  sensitive  entitlement  program  of  all  is,  of  course,  social  se- 
curity. We  propose  no  change  in  social  security  benefits  or  the  cost-of-living  in- 
creases. 

But  the  same  approach  we  are  taking  for  the  well-to-do  beneficiaries  of  other  Fed- 
eral programs,  we're  taking  here  also.  For  income  recipients,  the  plan  increases  the 
percentage  of  their  social  security  benefits  subject  to  tax,  from  50  percent  to  85  per- 
cent. This  brings  their  tax  treatment  more  in  line  with  the  tax  treatment  of  other 
pensions. 

And,  the  money  this  raises  will  be  earmarked  for  the  Medicare  Trust  Fund,  which 
the  1992  Trustees  Report  indicated  would  be  exhausted  by  2002  if  we  do  not  act. 
This  will  ensure  that  the  recipients  of  medicare  will  have  a  solvent  system. 

In  many  instances,  where  the  government  provides  a  service,  we  will  seek  a  more 
equitable  reimbursement  for  it. 

Additionally,  by  1997  domestic  non-defense  appropriations  cuts  should  bring  down 
Federal  spending  by  $20  billion.  And,  we  will  see  significant  savings  with  prudent 
reductions  in  defense  expenditures.  We  will  emerge  with  an  efficient  government 
that  pays  its  way,  just  like  our  families  and  businesses. 

On  the  revenue  side  of  the  budget,  the  President's  plan  restores  equity  to  our  tax 
system.  It's  time  for  the  affluent  to  pay  their  fair  share  of  the  cost  of  government. 

The  President's  plan  restores  greater  progressivity  to  the  individual  tax  system. 
It  makes  it  far  more  fair  and  equitable.  Households  with  $140,000  of  taxable  income 
have  their  top  rate  increased  to  36  percent.  A  surtax  of  10  percent  is  levied  on  those 
with  incomes  of  $250,000  or  more.  These  changes  will  affect  only  the  wealthiest  1.2 
percent  of  American  taxpayers.  These  rate  changes  won't  touch  the  average  Amer- 
ican household. 

And  we're  asking  corporations  to  pay  their  fair  share.  The  top  rate  is  raised  from 
34  percent  to  36  percent  for  corporations  with  income  over  $10  million.  The  plan 
also  includes  a  variety  of  loopholes  closers,  such  as  limiting  deductions  for  meals 
and  entertainment,  and  for  club  dues.  And  foreign  businesses  will  be  asked  to  pay 
more  taxes. 

Finally,  the  plan  includes  a  broad-base  energy  tax.  This  proposal  has  three  simple 
goals:  improving  our  environment,  reducing  dependence  on  foreign  oil  and  cuttmg 
the  deficit.  Take  it  from  a  Texan,  from  every  angle,  it  makes  good  economic  sense. 

Now,  you're  going  to  hear  a  lot  about  how  this  tax  will  affect  middle  income  Amer- 
icans. The  President  personally  made  sure  that  we  were  very  careful  about  that 
issue. 

By  making  other  adjustments,  we  were  able  to  ensure  that  the  energy  tax  would 
mean  little  or  no  loss  in  after-tax  income  for  households  with  incomes  of  less  than 
$30,000  a  year.  The  energy  tax  will  have  only  a  modest  impact  on  families  making 
between  $30,000  and  $100,000. 

Since  the  election,  and  since  the  public  has  realized  the  President's  commitment 
to  deficit  reduction,  interest  rates  started  down.  In  fact,  they  have  fallen  so  far  that 
a  homeowner  with  a  variable  rate  loan  or  who  refinanced  a  higher  rate  mortgage 
would  already  be  able  to  pay  the  energy  tax  and  have  plenty  left  over. 
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is  under6$17X  ""^th  ^  "*  aVerage  middle  income  family  earning  $40,000  annually 

The  Administration  believes  that  this  is  a  fair  contribution  to  ask  of  middle-in- 
come households. 

There  is  one  other  thing  we  must  do  to  reverse  the  growth  in  our  deficit,  and  that 
is  gain  control  of  the  costs  of  health  care.  The  costs  of  medicare  and  medicaid  are 
the  fastest  growing  element  in  our  budget.  And  the  cost  and  availability  of  health 
care  are  among  the  most  important  concerns  of  all  Americans 

r  *ue  i?  nothmg  to  control  these  costs,  in  the  next  decade  the  increase  in  spending 
tor  the  Medicare  and  Medicaid  Programs  alone  will  exceed  the  level  of  the  current 
deficit. 

I  serve  on  the  President's  health  care  reform  task  force,  and  we're  searching  for 
ways  to  bring  this  problem  under  control.  By  early  May  we  expect  to  have  a  plan 
that  must  be  enacted  quickly.  * 

We  also  will  be  submitting  legislation  this  spring  to  help  shift  Americans  from 
welfare  dependency  to  jobs.  Together  with  our  stimulus,  investment  and  deficit  re- 
duction plans,  these  proposals  will  form  the  basis  of  our  long-term  strategy  to  invest 
in  AmcriCcins. 

Getting  control  of  health  care  costs,  and  our  economic  program,  are  each  signifi- 
cant steps  toward  reversing  deficit  growth.  We  must  take  both  steps.  If  we  enact 
one  program  without  the  other,  it  is  not  good  enough.  We  will  fall  short  and  leave 
our  nature  at  risk.  These  measures  won't  just  cut  costs;  they  will  help  millions  of 
Americans  become  productive  members  of  the  work  force. 

Finally  I  am  also  going  to  work  with  our  G7  partners.  The  President's  program 
will  lay  the  foundation  for  complementary  actions  by  other  countries  to  ensure  an 
expanding  world  economy.  But  the  success  of  these  efforts  will  largely  depend  on 
the  credibility  of  our  domestic  economic  program  and  our  commitment  to  reduce  the 
deficit.  And,  a  free  and  fair  trading  environment  will  help  increase  exports  and  our 
prosperity. 

This  is  the  time  for  meaningful  change.  Not  just  here  in  Washington,  and,  indeed 
not  just  here  in  America.  For  the  first  time  in  years,  we  have  a  plan  that  takes  a 
credible  approach  to  the  deficit,  to  investment,  to  our  long-term  economic  health 

The  telephones  here  m  Washington  are  ringing  off  the  hook,  and  soon  the  millions 
of  letters  will  arrive.  The  lobbyists  and  special  interests  who  want  to  protect  the 
status  quo  are  gearing  up.  I've  sat  where  you  sit.  I  know  it  doesn't  take  long  to  un- 
derstand the  difference  between  grass  roots  and  astroturf.  And  I  know  that  while 
the  special  interests  are  clinging  to  the  status  quo,  our  national  interest  demands 
change. 

Some  of  my  former  colleagues  have  described  what  they  face  as  the  "vote  of  a  life- 
time. I  couldn  t  agree  more.  But  also  think  of  it  as  a  vote  for  your  children,  for  their 
lifetimes,  because  this  is  what  it's  all  about. 

We  must  face  the  future  together— not  as  Democrats  and  Republicans,  not  as 
southerners  and  Northerners,  but  as  parents  and  public  servants. 

Thank  you  very  much. 


127 


CO 
OS 


00 


M 


128 


E 
o 
c 
o 
y 
a> 

"5 

o 

a> 

o 
a> 

(0 

o 

CD 

el- 
's 

s-  - 

5 « 

cd 

to   o 

c 
o 


c 
a> 

'j '  ,— 

c  S 

"  6 

■   o 

£  = 
o  o 

Z  CO 


129 


0)00 

coo 

X 

T" 

o 

0 

■  ■■ 

o 

n 

c 

IBM 

3 

C/5 

Q. 

TJ 

0 

O 

+* 

LL 

> 

0 

n 

> 

■o 

•  am 

LL 

0 

X 

■jjj 

+_» 

(0 

JD 

0 

£Z 

Q 

"O 

(C 

0 

0) 

0 

(0 

■o 

0 

0 
Li 

o 

Ua 

c 

CO 


(A 


CM 

o> 

^ 

a> 

o 

o> 

o> 

co 

CO 

CO 

fc_ 

r». 

(0 

CO 

a 
> 

<o 

To 
u 

CO 

in 

il 

in 

CO 

*■ 

3 

CO 

in 

® 

c 

1- 

CO 

■ 

00 

£ 

O 

CM 

c 

CO 

o 

E 

c 

eg 

•■» 

a. 

CO 

a 

o 

« 

CO 

U 

CD 

3 
O 

■■■ 

CO 

130 


03 
Q. 

o  c 

■  ■■■       ■■■■ 

O  "O 
3   O 

■DOC 
OC  O 

O  O   §> 

0=4 

CD 

co  co  ,- 


(0  (0 

.22  £ 
ceo 

E 

■o 

< 


c 

r£z 

\           QL 

—    1 

CD         1  "■'■* 

Q       1 

CD        I  <£* 

c       1  •>■ 

.  ,'t      "co 

CO          \  y?A**?-  1        F 

CD          1, 

I^H  *"~ 

O           V 

*N  I 

CD             " 
O 

:/     1 

c 

0 

1 

I 

1 

_c 

6 

'(. 

5 

1 

C 

3                                 J 

7 

c 
c 

i        / 

/ 
f 

c 

i               / 

Q 
1 

5                         * 

..     .                                 i 

■ 

o 
o 

(O 


00 


O) 


en 


en 
en 


o 
o 


co 
a> 
o> 

O 
m 
O 

0) 

o 

3 
O 
05 


131 


</> 

0) 

"O 

c 

(0 

E 

0) 

E 

CO 

Li. 

o 

O 

re 

c 

o 

(0 


X 

ni  *S  CD 

c  re  o) 
Q-OCv 
c  x© 
—  re  oo 
©»-  o> 

?s" 

re  •— 

O  o 

?t 

§W 
^2 

CD  o 

0L-S 

0) 

LL 


1       ° 

(N  1 

1 

*-  1 

cm| 

co 

c»> 

6 

u> 

Csjj 

oo 

*"! 

T— 

CO 

0) 

ni 

CO 

(Nil 

cnI 

X 
(0 

00  ■ 

H 

a 

4) 

_> 

f- 

E 
o 

u 

0) 

ml 

u 

c 

UJ 

in 

■ 

c 

03 

.C 

O 

c 
a> 
o 

0. 


CM 


<o 
in 


o 

IT) 


O 


o 
en 


o 

CVJ 


y\  to 

^5 

J  ^ 

w 

Q. 
O 

(- 

%      96-9 
e) 

0%      91-95 
1989lncom 

rth       81-9 
(Constant 

die       Fou 
me  Quintile 

— 

est      Second      Mid 
Inco 

5 
o 

o 

c 

> 

CM 

c 

j 

o 
o 


132 


c 
o 

Q 

is 

0) 

> 

(0 

X 

<n 

0) 


C\J 

CO 

05 

O) 

O) 

O) 

t 

^~ 

(0 

CO 

K 

0) 

1~ 
CD 

^. 

o 

z 

-Q 

E 

CD 

CO 

1— 

v_ 

> 

o 

.O 

CD 

CO 

z 

LL 

0) 

(0 

"O 

^ 

c 

3 
(A 

o 

CD 
Q) 

CD 

1- 

.c 

^B 

-— 

CD 

o 

0) 

c 

0} 

>» 

E 

i 

■c 

O 

CO 
Q. 

CO 

a 

QJ 

O 

3 

O 
CO 

133 

Chairman  Sasser.  Dr.  Rivlin,  I  want  to  welcome  you  before  the 
committee  this  morning.  You  are  certainly  no  stranger  to  the  Sen- 
ate Budget  Committee,  having  served  many  years  with  great  dis- 
tinction as  the  first  Director  of  the  Congressional  Budget  Office. 
We  would  be  pleased  to  hear  your  remarks  this  morning. 

STATEMENT  OF  DR.  ALICE  M.  RIVLIN,  DEPUTY  DIRECTOR, 
OFFICE  OF  MANAGEMENT  AND  BUDGET 

Dr.  Rivlin.  Thank  you,  Mr.  Chairman.  We  have  very  little  time, 
so  I  will  be  extremely  brief  so  we  can  have  as  much  time  for  ques- 
tions as  possible. 

I  am  delighted  to  be  back  before  the  Senate  Budget  Committee— 
where  I  have  spent  many  hours — to  join  Secretary  Bentsen  in  ex- 
plaining the  administration's  economic  plan.  And  all  of  us  in  the 
administration  look  forward  to  working  with  you. 

I  would  like  to  stress  a  few  features  of  the  President's  plan.  It 
is  a  plan  for  investment  in  the  future.  All  parts  of  the  plan — the 
stimulus,  the  investment  package,  and  the  deficit  reduction — are 
part  of  a  strategy  to  improve  standards  of  living  for  the  future  of 
our  children,  as  the  Secretary  has  said,  by  increasing  our  invest- 
ment, public  and  private  and  all  kinds  of  investment:  technology, 
human  resource  development,  and  capital. 

The  stimulus  package  is  a  down  payment  on  longer-term  invest- 
ments. As  the  Secretary  has  said,  it  is  designed  to  make  sure  that 
this  recovery  is  strong  and  durable.  It  is  designed  to  create  jobs. 
But  it  is  not  a  conventional  stimulus  package  in  the  sense  of  cut- 
ting general  taxes  or  creating  make-work  jobs.  It  is  an  effort  to 
move  forward  some  of  the  long-term  investments  that  need  to  be 
done  where  we  can  get  a  fast  start  and  create  jobs  quickly. 

Similarly,  the  investment  package  is  intended  to  begin  shifting 
the  composition  of  Federal  expenditures  from  consumption  to  in- 
vestment. If  we  were  to  reduce  the  deficit  by  cutting  investment, 
we  would  be  doing  a  very  foolish  thing. 

The  deficit  reduction  plan  is  also  a  part  of  the  effort  to  increase 
productivity  and  living  standards.  We  have  put  together  an  aggres- 
sive, bold,  fair  deficit  reduction  plan.  It  is  aimed  at  bringing  the 
deficit  down  as  fast  as  we  can.  We  don't  want  to  endanger  the 
growth  of  the  economy,  but  we  feel  that  the  deficit  must  come  down 
as  rapidly  as  possible. 

We  believe  that  the  plan  is  fair.  We  believe  that  in  its  specifics 
it  contains  many  desirable  policies  that  could  be  defended  on  their 
merits,  quite  apart  from  reducing  the  deficit.  We  need  to  reduce 
low-priority  programs,  things  that  have  outlived  their  usefulness. 
And  even  on  the  tax  side,  the  energy  tax,  which  the  Secretary  has 
discussed,  will  have  other  benefits  than  raising  revenue.  It  does 
have  that  benefit,  but  it  will  help  curb  pollution,  it  will  make  us 
a  more  energy-efficient  nation,  and  it  will  cut  our  dependence  on 
imports  of  foreign  oil — all  important  things  to  do  quite  apart  from 
the  need  to  raise  revenue. 

We  believe  this  plan  is  bold.  There  is  no  easy  way  to  reduce  the 
deficit.  You  have  to  cut  spending  or  raise  taxes.  The  plan  does 
some  of  each. 

This  is  very  important  to  me  because  I  spent  a  lot  of  time  up 
here  heading  the  Congressional  Budget  Office  and  trying  to  give 
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the  Congress  honest  budget  numbers.  Finally,  I  believe  that  this 
plan  is  very  honest.  It  rejects  smoke  and  mirrors,  and  it  presents 
the  hard  choices  that  are  needed  to  bring  the  deficit  down. 

No  one  likes  some  of  the  things  that  are  included  here:  pay 
freezes  on  Government  employees,  increasing  the  tax  on  social  se- 
curity recipients,  eliminating  a  lot  of  outdated  programs  which,  al- 
though they  are  outdated,  have  many  supporters  who  will  come  for- 
ward. But  the  President  has  proposed  things  that  were  difficult  to 
do. 

Let  me  just  say  a  word  about  the  economic  assumptions.  For 
much  of  the  8  years  that  I  spent  directing  the  Congressional  Budg- 
et Office,  the  Congress  and  administrations  of  both  parties  bickered 
endlessly  and  confusingly  about  economic  assumptions.  Both  the 
Congress  and  these  various  administrations  frequently  avoided 
hard  choices  by  choosing  optimistic  economic  forecasts  as  the  basis 
for  their  estimates. 

It  was  a  particularly  pleasant  surprise  for  me  to  be  part  of  the 
first  administration  to  choose  the  Congressional  Budget  Office's 
economic  outlook  as  the  basis  for  its  own  planning  President  Clin- 
ton made  that  decision  himself,  and  he  made  it  for  two  reasons: 
first,  confusion  is  reduced  if  the  administration  and  the  Congress 
are  working  off  the  same  set  of  economic  assumptions;  second,  and 
much  more  important,  the  administration  wanted  to  choose  eco- 
nomic assumptions  that  were  cautious  and  conservative,  even  a  bit 
pessimistic  about  the  future.  We  did  not  want  to  go  back  to  a  "rosy 
scenario."  In  a  sense,  we  stacked  the  deck  against  ourselves  by 
using  economic  assumptions  that  made  it  more  difficult  to  show 
substantial  budget  deficit  reductions. 

We  believe  that  this  choice  sets  the  stage  for  a  serious  dialogue 
with  the  Congress,  and  we  hope  the  results  will  be  a  strong  plan 
for  revitalizing  the  American  economy  and  reducing  the  deficit  as 
rapidly  as  is  consistent  with  healthier  economic  growth. 

Finally,  a  word  about  the  health  cost  problem.  Senator  Domenici 
referred  in  his  opening  remarks  to  the  fact  that  even  after  these 
serious  deficit  reduction  measures  are  put  in  place,  as  we  hope  they 
will  be,  the  deficit  will  rise  again  toward  the  end  of  the  decade. 
That  is  for  one  simple  reason:  it  is  because  health  costs  are  going 
up.  So  this  plan  is  only  part  of  the  President's  plan. 

We  will  bring  forward  in  a  couple  of  months  a  serious  and  very 
comprehensive  plan  to  reduce  not  just  Federal  medical  costs  but 
everybody's  medical  costs.  And  that  plan  is  necessary  if  we  are  to 
avoid  the  escalating  out-year  deficits  that  will  face  us  if  we  do  not 
control  medical  costs. 

Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Well,  thank  you  very  much,  Dr.  Rivlin. 

[The  prepared  statement  of  Dr.  Rivlin  follows:] 

PREPARED  STATEMENT  OF  DR.  ALICE  M.  RIVLIN 
Mr.  Chairman, 

I'm  delighted  to  be  back  before  the  Senate  Budget  Committee  and  to  join  Sec- 
retary Ben  teen  in  explaining  the  Administration's  economic  plan.  All  of  us  look  for- 
ward to  working  closelv  with  the  Committee  over  the  next  few  weeks.  We  will  all 
be  working  rapidly  and  intensively  to  deliver  the  program  for  rivitalizing  the  econ- 
omy that  the  American  people  deserve. 
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I  would  like  briefly  to  call  attention  to  several  key  features  of  the  President's  plan. 
First  and  foremost,  the  overarching  theme  of  the  President's  plan  is  investment 
for  the  future.  The  Administration  hopes,  not  only  to  ensure  a  strong  a  durable 
recovery  from  the  recession,  but  to  reverse  the  underlying  economic  trends — slow 
productivity  growth,  stagnant  incomes,  and  growing  inequality — that  have  under- 
mined confidence  in  the  future  of  the  American  economy.  The  plan  is  based  squarely 
on  a  fundamental  premise  of  Clinton  Administration  policy:  Productivity  growth  is 
the  key  to  our  long-term  standard  of  living,  and  investment  is  the  key  to  productiv- 
ity growth.  Accordingly,  the  plan  aims  to  increase  investment  very  broadly  defined — 
investment  in  both  the  public  and  private  sectors,  and  in  both  physical  capital  and 
people's  skills  and  knowledge.  This  investment  orientation  is  the  prism  through 
which  each  component  of  the  President's  proposals  should  be  viewed. 

The  stimulus  package  is  a  downpayment  on  longer  term  investments.  It  focuses 
on  increasing  spending  for  programs — from  highways  to  high-tech  research,  from 
community  development  to  child  nutrition — that  are  vital  for  long-term  growth  .yet 
which  also  present  an  opportunity  to  create  jobs  and  jumpstart  the  economy.  This 
stimulus  package  is  designed  to  create  up  to  half  a  million  new  iobs  quickly.  It  is 
not,  however,  a  conventional  prescription  for  adding  to  consumer  demand  by  cutting 
general  taxes  or  creating  make-work  jobs.  Rather,  the  stimulus  package  is  an  effort 
to  get  fast  start  on  needed  long-term  investments  in  the  public  sector  and  to  provide 
tax  incentives  for  immediate  increases  in  investment  by  large  and  small  businesses. 

The  investment  package  is  intended  to  begin  shifting  the  composition  of  Federal 
expenditures  from  consumption  to  investment.  It  works  to  expand  America's  long 
run  capacity  to  produce  through  increased  spending  on  the  common  resources  that 
underpin  American  economic  life — with  special  emphasis  on  infrastructure,  edu- 
cation and  training,  and  science  and  technology. 

The  deficit  reduction  plan  is  also  a  vital  part  of  the  effort  to  increase  future 

Productivity  and  living  standards.  The  President  has  repeatedly  pointed  out  that 
eficit  reduction  is  not  an  end  itself  or  something  we  should  do  because  we  have 
an  abstract  affinity  for  thrift  or  fiscal  neatness.  We  must  reduce  the  Federal  deficit 
to  reduce  the  Government's  drain  on  national  saving,  to  free  up  funds  for  productiv- 
ity enhancing  investments  in  the  private  sector,  to  lower  long  term  interest  rates, 
to  make  our  Nation  less  dependent  on  foreign  capital.  As  you  icnow,  private  invest- 
ment can  be  funded  from  only  two  sources:  our  own  domestic  savings  and  the  sav- 
ings of  foreigners.  In  recent  years,  our  national  savings  rate  has  been  extremely  low, 
both  compared  to  other  industrial  nations  and  with  our  own  earlier  history.  A  major 
culprit  has  been  the  Federal  budget  deficit,  which  since  the  late  1970s  has  diverted 
more  than  half  of  our  meager  savings  from  private  investment  and  into  public  con- 
sumption. As  a  result,  we  nave  had  a  low  rate  of  private  investment  and  we  have 
had  to  borrow  foreign  savings  to  keep  investment  even  at  these  depressed  levels. 
Hence,  deficit  reduction  must  be  seen  as  a  vital  part  of  a  national  plan  to  enhance 
investment  and  raise  our  own  and  our  children's  standard  of  living. 

Let  me  say  a  few  words  about  the  deficit  reduction  plan  itself.  We  believe  it  meets 
all  the  criteria  that  a  credible  attack  on  the  deficit  should  meet.  First  the  plan  is 
balanced.  Apart  from  magic  or  unexpected  spurts  of  growth,  there  are  only  two  ways 
to  reduce  the  deficit — spending  can  be  cut  or  taxes  can  be  raised.  Both  are  con- 
troversial and  bound  to  arouse  vociferous  opposition.  We  have  attempted  to  put  to- 
gether a  balanced  plan  for  deficit  reduction  that  relies  on  broad-based  spending  cuts 
as  well  as  tax  increases. 

We  believe  the  plan  is  fair.  It  spreads  the  necessary  sacrifices  broadly.  It  does  not 
bear  heavily  on  any  one  group  or  region  or  industry.  The  proposed  spending  cuts 
do  not  fall  on  the  most  vulnerable  members  of  our  society,  but  on  those  best  able 
to  shoulder  the  cost.  The  tax  increases  included  in  the  plan  fall  disproportionately 
on  affluent  groups.  They  place  a  fair  share  of  the  burden  of  deficit  reduction  on 
those  who  profited  the  most  from  the  uneven  distribution  of  gains  in  the  1980s  and 
who  enjoyed  the  greatest  reduction  in  their  share  of  the  burden  of  Government. 

We  believe  that  the  specifics  of  the  plan  contain  many  desirable  policies  that  could 
be  defended  on  their  merits,  quite  apart  from  the  need  to  reduce  the  deficit.  On  the 
spending  side,  cuts  have  been  aimed  at  low-priority  programs.  The  purpose  of  deficit 
reduction  is  to  transfer  resources  within  the  economy  from  low-priority  uses  to  addi- 
tional public  and  private  investments  that  add  more  to  our  economic  strength.  A 
changing  world  makes  some  Government  programs  obsolete — just  as  it  leaves  some 
private  businesses  in  abandoned  corners  of  the  marketplace.  The  Administration 
proposes  to  rationalize  or  eliminate  programs  that  have  outlived  their  usefulness; 
that  provide  unnecessary  or  excessive  subsidies  to  narrow  groups  at  great  expense 
to  society  at  large;  or  that  reduce  the  overall  efficiency  of  Government.  Continued 
support  such  prigrams  weighs  down  the  economy  as  a  whole  with  a  burden  that  can 
only  grow  in  the  future.  It  is  time  to  put  the  national  interest  ahead  of  the  special 
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interests.  On  the  tax  side,  the  proposed  new  tax  on  energy  will  encourage  socially 
responsive  behavior  such  as  energy  conservation  and  environmental  protection 

We  also  believe  that  the  plan  is  bold.  There  is  no  way  to  reduce  the  deficit  with- 
out incurring  the  opposition  of  politically  powerful  groups  and  lobbies.  This  Admin- 
istration has  nor  shrunk  from  proposing  necessary  spending  cuts  or  tax  increases 
tor  tear  of  offending  powerful  interest.  Deficit  reduction  is  essential  to  the  economic 
health  of  the  Nation,  and  all  groups  must  contribute  to  the  solution  of  this  common 
problem. 

Much  of  the  deficit  reduction  that  we  propose  can  and  should  be  legislated  in  this 
fiscal  year.  Some  of  it,  however,  will  depend  upon  actions  in  later  years  that  cannot 
be  determined  now.  For  this  reason,  we  propose  an  extension  of  the  Budget  Enforce- 
ment Act  of  1990  to  set  the  conditions  for  decision  in  the  future;  and  we  also  propose 
an  enhanced  rescission  procedure  that  will  give  this  President^-and  all  future  Presi- 
dents—the  opportunity  to  require  a  simple  majority  vote  on  individual  spending 
items.  These  procedural  changes  will  safeguard  the  deficit  reduction  we  need. 

Finally,  the  plan  is  honest.  It  rejects  smoke  and  mirror  and,  instead,  presents  the 
hard  choices  needed  to  stabilize  our  finances  while  investing  in  our  future.  No  one 
relishes  the  prospect  of  pay  freezes  on  government  employees,  tax  increases  on  so- 
cial security  recipients,  or  eliminating  outdated  programs  that  are  nonetheless  much 
loved  by  those  who  gain  from  them,  and  by  their  friends  here  in  Washington.  But 
a  leader  must  make  those  choices.  President  Clinton  has  offered  a  clear  set  of  pro- 
posals. Others  may  have  different  priorities,  but  anyone  rejecting  this  set  of  propos- 
als should  offer  alternatives. 

Finally,  let  me  say  a  word  about  the  economic  assumptions.  For  much  of  the  8 
years  that  I  spent  directing  the  Congressional  Budget  Office,  the  Congress  and  ad- 
ministrations of  both  parties  bickered  endlessly  and  confusingly  about  economic  as- 
sumptions. Both  the  Congress  and  these  various  administrations  frequently  avoided 
hard  choices  by  choosing  optimistic  forecasts  as  a  basis  for  their  budget  estimates. 

It  was,  therefore,  a  particular  pleasant  surprise  for  me  to  be  part  of  the  first  Ad- 
ministration to  choose  the  Congressional  Budget  Office's  economic  outlook  as  the 
basis  for  its  own  economic  planning.  President  Clinton  chose  to  use  the  Congres- 
sional Budget  Office's  forecast— and  he  made  this  decision  himself— for  two  reasons. 
First,  confusion  is  greatly  reduced  if  the  Administration  and  the  Congress  are  work- 
1a§  °ff- the  *ame  8et  of  economic  projections.  Second,  and  far  more  important,  the 
Administration  wanted  to  choose  economic  assumptions  that  were  cautious  and  con- 
servative, perhaps  even  a  bit  pessimistic.  The  Clinton  Administration  is  not  operat- 
ing a  "rosy  scenario."  In  a  sense,  we  stacked  the  deck  against  ourselves  by  using 
economic  assumptions  that  made  it  more  difficult  to  show  substantial  deficit  reduc- 
tions. We  believe  this  choice  sets  the  stage  for  a  serious  dialogue  with  the  Congress. 
We  hope  the  results  will  be  a  strong  plan  for  revitalizing  the  American  economy  and 
reducing  the  deficit  as  rapidly  as  is  consistent  with  healthier  economic  growth. 

The  chart  at  the  end  of  my  testimony  shows  clearly  the  deficit  dilemma  that  faces 
fnr^f  -T6  j  a  decade  ^ead.  The  top  line  shows  that  deficits  will  rise  rapidly  after 
1996  if  we  do  not  change  course.  The  second  line  shows  what  would  be  accomplished 
even  on  rather  pessimistic  economic  assumptions  if  President  Clinton's  plan  were 
enacted.  The  deficit  would  decline  significantly,  although  it  would  begin  to  rise 
again  in  the  latter  part  of  the  decade.  The  third  line  shows  that  even  greater 
progress  would  be  made  if,  as  we  expect,  the  economy  responds  favorably  to  the  poli- 
cies we  propose.  The  chart  does  dramatize,  however,  the  points  the  President 
stressed  last  night:  the  vital  importance  of  health  care  reform  to  our  budget  di- 
lemma. Even  with  our  aggressive  goal  of  halving  the  deficit  as  a  share  of  GDP  in 
4  years — and  even  it  the  economy  responds  favorably—our  work  will  be  by  no  means 
complete.  Only  the  bottom  line,  which  assumes  reduced  health  care  cost  growth 
shows  a  long  run  reduction  in  the  deficit. 

Without  health  reform,  our  structural  deficit  begins  to  soar  again  late  in  the  dec- 
ade. Our  short  term  measures  to  contain  these  skyrocketing  costs — which  are  tar- 
geted to  hit  providers  almost  exclusively,  rather  than  medicare  beneficiaries — are  a 
sound  but  not  sufficient  step.  As  you  begin  your  deliberations,  I'd  urge  you  to  re- 
member that  the  Administration's  health  reform  proposals  will  thus  be  crucial  not 
only  for  health,  but  for  the  deficit  and  the  economy. 

Thank  you,  Mr.  Chairman. 


137 


FEDERAL  DEFICIT  PROJECTIONS  1993  -  2003 


$  MILLIONS 
700 


600  - 

500 
400 
300 
200  - 
100 


BASELINE  (ASSUMING 
CBO  ECONOMICS) 


POLICY  (ASSUMING 
CBO  ECONOMICS) 


Nt. 


>v;  .  .«••-•  -J 

•>.> -'  / 

•    * .....••*  ' 

*.  i>ni  ir'vacciiMiui' 


1993 


POLICY  (ASSUMING 
^ "-•'*••  »..        POST-POLICY  ECONOMICS) 

POLICY  (ASSUMING  POST-POLICY  . . 

ECONOMICS  AND  HEALTH  CARE  CONTROLS) 

r 


x 


T 


"i 1 1 1 1 . 

1994   1995   1996   1997   1998   1999   2000   2001   2002   2003 


Chairman  Sasser.  I  want  to  congratulate  you,  Mr.  Secretary  and 
Dr.  Rivlin,  and  the  administration  for  using  the  more  straight- 
forward Congressional  Budget  Office  economic  assumptions,  even 
though  it  does  make  the  hill  a  little  steeper  and  more  difficult  to 
climb. 

It  has  been  my  experience  on  this  committee  that  when  a  Presi- 
dent's budget  has  been  presented  in  times  past,  we  spent  an  inordi- 
nate amount  of  time  arguing  over  economic  assumptions,  debating 
the  credibility  of  the  economic  assumptions  used,  consuming  a  lot 
of  energy  in  wasteful  wrangling  when  we  should  have  been  getting 
down  to  dealing  with  the  problem  of  assigning  priorities  and  hope- 
fully reducing  the  deficit. 

So  I  think  it  is  going  to  be  extremely  helpful  to  us  in  our  work 
to  be  using  the  more  straightforward  Congressional  Budget  Office 
economic  assumptions,  and  we  will  all  be  singing  off  the  same 
sheet  of  music,  so  to  speak,  so  we  can  get  right  down  to  work. 

Mr.  Secretary,  you  have  developed,  I  think,  a  well-deserved  rep- 
utation over  the  years  as  one  who  has  watched  the  economy  close- 
ly, who  has  been  able  to  make  some  accurate  predictions  in  the 
past  about  its  behavior.  And  I  would  like  to  get  your  views  on  the 
question  of  the  economic  stimulus  that  is  contained  in  the  Presi- 
dent's program. 

Is  it  your  view  that  it  would  be  risky  to  forego  the  opportunity 
to  engage  in  some  economic  stimulus  at  this  juncture?  I  ask  that 
question  in  view  of  the  fact  that  many  are  saying,  well,  why  eco- 
nomic stimulus?  The  economy  appears  to  be  pulling  out  of  this  re- 
cession now.  Why  do  we  want  to  get  into  the  business  of  economic 
stimulus? 

What  is  your  reaction  to  that? 
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Secretary  Bentsen.  My  reaction  to  that,  Mr.  Chairman,  is  that 
the  previous  administration  was  optimistic  that  we  were  coming 
out  of  it  in  two  instances:  the  indices  began  to  improve  and  they 
decided  nothing  further  had  to  be  done.  Unfortunately— and  I  am 
sure  they  were  totally  sincere  in  that  understanding,  in  that  projec- 
tion—but the  results  were  that  the  economy  fell  back  into  recession 
when  no  action  was  taken. 

We  can't  afford  to  have  that  happen  for  the  third  time.  Frankly, 
I  am  optimistic  that  the  economy  is  beginning  to  recover.  But  the 
serious  chance  that  we  might  be  wrong,  as  they  were  in  the  two 
previous  instances,  is  a  risk  we  just  should  not  run.  We  are  not 
talking  about  a  major  stimulus  as  related  to  the  entire  economy. 
But  I  think  part  of  it  is  psychological,  too,  and  we  have  seen 
consumer  confidence  turn. 

Let  me  give  you  one  reaction  has  just  been  given  to  me.  With  the 
stock  market  opening,  with  the  market  for  bonds  and  securities 
opening  this  morning,  what  kind  of  response  has  come  from  those 
financial  markets  to  what  has  been  offered  by  the  President  last 
night?  What  you  are  seeing  is  bonds  opened  up.  That  means  rates 
are  down. 

The  stock  market  is  a  little  more  difficult  to  anticipate  day  to 
day,  but  even  it  has  opened  up.  Now,  that  doesn't  mean  it  will  be 
up  for  the  rest  of  the  day.  You  never  know  about  that.  But  the  one 
that  is  of  such  significance  is  what  the  bond  market  has  done. 

Let  me  give  you  an  example.  Let's  just  suppose  that  you  had  a 
9-percent  mortgage  at  the  time  of  the  election,  a  home  mortgage. 
And  let's  say  you  refinanced  it  today  at  the  new  rate.  On  a 
$100,000  mortgage,  what  you  would  have  in  savings  would  be  ap- 
proximately $60  a  month;  the  savings  that  you  get  would  be  cuts 
i?n.your  cost  of  ^ving,  additions  to  your  discretionary  income. 
Whereas,  if  you  looked  at  a  family  making  $40,000  a  year  and 
asked  what  they  would  be  paying  in  additional  energy  taxes,  it 
would  be  $17  a  month.  So  what  you  are  talking  about  is  more  than 
three  times  as  much  savings  by  these  rate  cuts.  That  is  what  is  im- 
portant. 

You  have  got  a  risk  factor  between  short-term  rates  and  long- 
term  rates,  and  that  is  part  of  what  we  have  been  paying,  too  big 
a  risk  factor  because  they  didn't  believe  that  this  Government  was 
going  to  get  control  of  its  future  and  really  address  those  deficits. 

But  as  I  was  talking  to  some  of  the  foreign  leaders  in  other  coun- 
tries, who  have  been  pounding  on  us  and  pounding  on  us:  when  are 
you  going  to  do  something  to  address  these  deficits?  Now  we  can 
say  we  are. 

I  tell  you,  it  will  be  a  great  help  in  our  G7  meetings  in  trying 
to  do  those  things  where  the  United  States  plays  a  leadership  role. 
We  must  try  to  get  growth  going  in  the  world  economy  because 
that  will  help  create  jobs. 

I  didn't  mean  to  go  on  with  the  answer,  Mr.  Chairman.  I  apolo- 
gize. 

Chairman  Sasser.  Well,  no,  Mr.  Secretary.  That  was  an  excellent 
answer.  A  statement  was  made  a  moment  ago  alluding  to  the  op- 
portunity for  further  deficit  reduction  which  could  result  from  en- 
actment of  a  health  care  reform  plan.  We  are  all  aware  on  this 
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committee  that  the  explosion  in  health  care  costs  is  really  what  is 
driving  the  deficit  upward  in  the  out-years. 

Mr.  Secretary,  I  would  ask  either  you  or  Dr.  Rivlin  to  respond 
to  the  proposition,  is  there  an  opportunity  for  significant  further 
deficit  reduction  if  we  do  adopt  a  comprehensive  health  reform  pro- 
posal later  this  year? 

Secretary  Bentsen.  Mr.  Chairman,  I  don't  think  we  have  any  al- 
ternative. I  think  it  has  to  be.  Health  care  is  the  fastest  growing 
item  in  our  budget.  It  is  now  about  14  percent  of  our  GDP.  It  will 
be  20  percent  of  our  GDP  by  the  end  of  this  decade,  at  least,  and 
that  will  leave  us  without  any  flexibility.  I  can  imagine  what  the 
interest  rate  component  would  be  following  that.  So,  yes,  we  have 
to  do  it.  We  have  done  some  things  on  the  providers  now,  but  that 
is  just  a  down  payment  on  what  I  can  see  on  an  overall  health  re- 
form piece  of  legislation  that  we  will  be  offering  you  a  little  later 
in  the  year. 

Dr.  Rivlin.  If  I  may,  Mr.  Chairman,  let  me  just  add  to  that  that 
the  benefits  of  comprehensive  health  reform  will  not  be  just  to  the 
Federal  budget.  Comprehensive  health  reform  will  benefit  busi- 
nesses and  individuals  who  now  pay  what  amounts  to  a  health 
tax — rapidly  escalating  premiums. 

Chairman  Sasser.  Now,  with  regard  to  taxes  and  tax  increases, 
in  the  package  that  the  President  presented  last  evening  what  ef- 
fect will  the  call  for  revenues  have  on  middle-income  taxpayers  who 
fall  in  the  range  of  $30,000  to  below  $100,000  in  income?  You  have 
got  a  range  there  from  $30  to  $100,000.  What  effect  will  his  pack- 
age have  on  these  taxpayers? 

Secretary  Bentsen.  Well,  that  is  going  to  be  modest,  Mr.  Chair- 
man. In  picking  one  at  $40,000,  that  is  about  $17  a  month.  But  as 
I  had  pointed  out,  the  reduction  in  interest  rates  already  has  more 
than  made  that  one  up,  and  people  below  $30,000  will  pay  no  in- 
crease in  taxes  at  all  because  we  have  done  some  things  adding  to 
LIHEAP  (Low-Income  Home  Energy  Assistance)  and  Food  Stamp 
Programs. 

Dr.  Rivlin.  We  have  done  several  things  to  protect  low-income 
people  from  the  effects  of  the  increase  in  the  energy  tax.  We  have 
increased  the  earned  income  tax  credit,  which  is  also  desirable  for 
other  reasons.  Not  only  will  it  make  sure  that  working  families  are 
not  in  poverty,  but  it  will  also  offset  the  effect  of  the  energy  tax. 
We  have  also  increased  food  stamps  and  other  benefits  for  low-in- 
come people. 

Secretary  Bentsen.  Let  me  give  you  some  more  specific  num- 
bers. On  $30,000  to  $100,000,  as  a  percent  of  after-tax  income,  it 
ranges  from  six-tenths  of  1  percent  to  nine-tenths  of  1  percent. 
That  is  what  it  is,  and  that  is  a  small  price,  indeed,  to  pay  for  try- 
ing to  give  some  stability  to  this  country,  promoting  its  economic 
growth,  and  cutting  back  on  that  deficit. 

Chairman  Sasser.  Last  evening  following  the  President's  ad- 
dress, I  watched  the  responses  of  many  of  my  colleagues  on  tele- 
vision with  great  interest,  and  I  saw  an  individual  from  the  House 
of  Representatives  state  that  this  was  the  largest  tax  increase  in 
the  history  of  the  country.  How  do  you  respond  to  that,  Mr.  Sec- 
retary? Is  indeed  the  largest  tax  increase,  and  could  you  put  this 
in  proportion  for  us? 
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Secretary  Bentsen.  Well,  I  can  recall  back  in  the  early  days  of 
the  Reagan  administration  something  called  TEFRA  (Tax  Equity 
and  Fiscal  Responsibility  Act),  and  if  you  look  at  TEFRA  and  you 
deal  in  constant  dollars,  that  was  a  larger  tax  than  this  one  is.  So 
that  statement  is  just  plain  wrong. 

Chairman  Sasser.  Now,  the  President's  program  has  been  criti- 
cized in  some  quarters  as  not  having  enough  spending  cuts;  the 
President  is  not  cutting  spending  enough  in  the  proposal  that  he 
is  offering  to  the  Congress  and,  by  way  of  the  Congress,  to  the 
American  people. 

I  might  ask  you  this,  Mr.  Secretary.  Are  there  other  areas  of  the 
budget  that  would  be  serious  candidates  for  additional  savings  or 
cuts  if  there  are  those  among  us,  myself  included,  that  might  wish 
to  make  additional  spending  cuts? 

Secretary  Bentsen.  Mr.  Chairman,  we  would  be  delighted  to 
have  them,  to  look  at  them,  to  evaluate  them.  We  would  insist  that 
they  be  specific  ones,  so  that  we  don't  play  games  where  people 
say,  well,  let  us  just  have  it  across  the  board  where  they  keep  their 
fingerprints  off  the  responsibility.  You  know,  if  you  want  to  cut  vet- 
erans benefits,  then  say  so;  make  the  specific  cuts.  That  is  what 
we  are  asking  for. 

Let  me  also  say  that  we  were  running  our  computers  day  and 
night  working  over  every  option  we  could  think  of.  We  looked  at 
all  the  options  that  CBO  had  presented  as  to  how  you  could  cut 
this  deficit  and  this  budget.  One  of  the  things  we  noted  was  that 
in  1987  and  1990,  a  lot  of  the  proposals  were  just  the  same,  and 
the  reason  was  because  no  one  had  had  the  courage  to  take  them 
on.  That  is  why  they  didn't  pass.  We  have  taken  on  a  number  of 
them  and  we  have  thought  of  a  lot  of  others  that  weren't  in  the 
offerings  of  the  CBO  as  options,  and  what  you  have  seen  is  what 
we  thought  would  be  fair  and  equitable  and  really  do  the  job  in  the 
long  term  of  cutting  this  deficit. 

Chairman  Sasser.  Thank  you,  Mr.  Secretary.  Recognizing  mem- 
bers in  order  of  appearance  here  this  morning,  the  next  Senator  in 
line  for  questions  is  Senator  Gregg. 

Senator  Gregg.  Thank  you,  Mr.  Chairman.  Mr.  Secretary,  Ms. 
Rivlin,  I  had  a  couple  of  questions.  I  was  looking  through  this  and 
I  didn't  see  any — well,  we  just  received  this  and  I  understand  it 
may  have  been  more  difficult  to  get  it  to  us  earlier,  and  I  didn't 
see  in  here  where  the  numbers  would  reflect  the  President's  deci- 
sion to  allow  greater  waiver — well,  I  guess  you  wouldn't  call  it 
waiver — greater  access  to  medicaid  funds  under  the  hospital  tax 
plan,  which  is  probably,  as  I  understand  it,  going  to  cost  $4  or  $5 
billion  in  additional  spending  as  a  result  of  reversing  the  Bush  po- 
sition. 

Dr.  Rivlin.  There  are  negotiations  going  on  with  the  States 
about  medicaid  which  I  think  are  not  completed  and  I  don't  know 
how  they  will  come  out  exactly. 

Senator  GREGG.  There  was  no  formal  decision  made  not  to  keep 
in  place  the  Bush  language  on  hospital  tax  and  medicaid  reim- 
bursement? 

Dr.  Rivlin.  I  think  that  is — exactly  how  that  will  affect  the  budg- 
et is  in  the  process  of  being  figured  out. 
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Senator  Gregg.  I  notice  that  there  is  no  movement  here  on  a  to- 
bacco tax  or  an  alcohol  tax  and,  of  course,  there  has  been  a  lot  of 
discussion  about  the  deductibility  of  premiums  paid  on  health  in- 
surance. Are  we  to  presume  that  those  taxes  are  being  held  in  re- 
serve for  the  health  care  program? 

Secretary  Bentsen.  Well,  I  think  they  are  being  held  in  reserve 
as  an  option.  I  don't  think  there  has  been  any  determination  as  to 
how  much  or  which  one  of  them  might  be  affected.  So  that  was  not 
included  in  this  one,  but  they  will  remain  an  option  on  the  table, 
but  no  determination  has  been  made. 

Senator  Gregg.  Do  you  have  any  idea  as  to  how  much  of  a  tax 
package  is  going  to  be  required  in  order  to  do  the  health  care?  Is 
there  a  range  yet?  I  saw  a  New  York  Times  article  a  couple  of  days 
ago 

Secretary  Bentsen.  I  saw  that  one,  too. 

Senator  Gregg  [continuing].  That  said  it  was  $30  to  $90  billion. 
Are  those  ranges  reasonable? 

Secretary  Bentsen.  I  don't  know  where  that  number  comes  from, 
but  I  must  say  that  there  has  certainly  been  no  determination. 
Until  we  have  a  health  reform  package,  there  is  no  way  we  could 
tell  you. 

Senator  Gregg.  But  do  you  presume  there  will  have  to  be  a  tax 
package  to  go  along  with  that? 

Secretary  Bentsen.  That,  I  don't  know,  and  I  don't  know  how  it 
would  be  implemented  or  over  what  period  of  time.  It  is  just  pre- 
mature to  try  to  give  you  something  serious  that  you  can  count  on. 

Senator  Gregg.  You  mentioned  TEFRA,  which  I  recall  also.  That 
was  certainly  a  sizable  tax  increase,  and  I  accept  your  calculation 
that  in  real  dollars  it  may  have  even  been  higher  than  this  one. 
I  guess  my  question  is,  as  part  of  TEFRA  the 

Secretary  Bentsen.  Let  me  supplement  something  I  said  to  you 
and,  as  I  think  about  it,  what  you  are  talking  about  in  the  way  of 
health  care  reform.  What  we  are  looking  at  is  outlay  cost  cuts  first. 
We  will  approach  it  that  way  first.  That  will  be  the  priority. 

Senator  Gregg.  Well,  I  think  that  is  a  good  approach,  obviously. 
In  TEFRA,  as  I  recall,  we  had  an  understanding,  or  there  was  a 
representation  that  there  was  an  understanding — it  was  a  fairly 
strong  representation  at  that  time  by  Speaker  O'Neill,  I  believe — 
that  there  would  be,  I  believe,  it  was  $2  of  spending  reduction — 
it  might  have  even  been  $3  of  spending  reduction — for  every  dollar 
of  tax  increase.  Of  course,  when  the  whole  program  played  out,  we 
ended  up  with  actually  spending  going  up  and  taxes  going  up. 

I  guess  my  fundamental  concern  is  I  look  at  this  program  and 
I  ask  myself  why  isn't  that  going  to  happen  again.  There  are  sig- 
nificant tax  increases  here,  but  I  don't  see  the  discipline  in  place 
to  control  the  spending  side  of  the  ledger.  I  don't  see  proposals 
which  are  going  to  force  spending  restraint  on  to  the  Government 
that  isn't  going  to  allow  it  to  grow,  especially  in  the  entitlement 

Erograms,  and  absorb  a  large  percentage  of  these  tax  increases  and 
asically  neutralize  any  deficit  reduction  you  might  get  from  these 
increases. 

Dr.  Rivlin.  Obviously,  Senator,  what  happens  in  the  long  run  de- 
pends largely  on  the  House  and  the  Senate,  but  the  administration 
is  proposing  a  firm  discipline  in  the  form  of  extending  the  caps  and 
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the  pay-as-you-go  provisions  which  are  now  in  the  budget  law  for- 
ward in  time,  so  that  it  will  not  be  possible  if  you  enact  this  legisla- 
tion to  raise  spending  over  the  caps  or  to  take  on  entitlement 
spending  that  doesn't  have  offsets. 

The  President  is  also  proposing  an  enhanced  rescission  authority 
which  will  give  him  and  future  Presidents  a  chance  to  say  what 
they  don't  like  about  specific  increased  spending  and  to  force  a  vote 
on  it. 

Senator  Gregg.  Are  you  expanding  the  caps  to  the  entitlement 
programs? 

Dr.  Rivlin.  That  is  not  the  proposal.  That  is  certainly  a  possibil- 
ity which  you  might  want  to  consider,  but  we  are  proposing  extend- 
ing the  same  form  of  discipline  that  is  now  in  the  Budget  Enforce- 
ment Act. 

Secretary  Bentsen.  And  you  remember,  Senator,  in  the  1990 
budget  agreement  a  lot  of  those  cuts  in  entitlements  were  put  on 
for  a  fixed  period  of  time.  We  are  now  putting  them  on  perma- 
nently and  extending  them. 

Senator  Gregg.  Thank  you. 

Chairman  Sasser.  Thank  you,  Senator  Gregg. 

Senator  Boxer? 

Senator  Boxer.  Thank  you  very  much,  Mr.  Chairman.  Mr.  Sec- 
retary and  Ms.  Rivlin — what  do  we  call  you,  Ms.  Secretary,  as  well, 
or 

Dr.  Rivlin.  Whatever. 

Senator  Boxer.  We  welcome  you  here.  I  just  am  very  pleased  be- 
cause for  the  first  time  I  see  specifics  coming  out  of  an  administra- 
tion, and  I  don't  expect  everyone  is  going  to  agree  with  every  single 
specific.  I  think  what  is  important  is  we  just  keep  our  eye  on  the 
whole  package,  and  certainly  there  may  be  small  changes,  maybe 
moderate  changes  within  it,  but  move  it  forward. 

I  want  to  talk  a  little  bit  about  my  State  because  my  State  is  suf- 
fering and  we  are  lagging  behind  this  recovery.  We  have  a  9.8-per- 
cent unemployment  rate.  We  have  more  than  1.5  million  people  un- 
employed. We  have  lost  800,000  jobs  and  we  really  are  looking  to 
this  administration,  both  Republicans  and  Democrats  and  the  Ross 
Perot  people  in  our  State — we  are  looking  to  this  administration  for 
economic  hope  and  economic  fairness.  I  happen  to  think  we  got 
that,  and  I  happen  to  think  what  we  are  looking  at  now  is  does  this 
institution  have  the  guts  to  swallow  hard  on  some  of  the  tough 
parts  and  move  forward.  I  hope  we  do. 

I  was  pleased  to  hear  the  President  mention  by  State  a  couple 
of  times,  a  couple  of  the  cities  in  my  State,  and  he  mentioned  it 
and  what  came  to  my  mind  is  that  he  really  understands  the  suf- 
fering that  is  going  on  in  my  State  and  other  States.  He  talked 
about  defense  worker  training,  he  talked  about  the  aerospace  in- 
dustry. 

Mr.  Secretary,  can  you  give  us  a  few  more  details  as  to  how  he 
envisions  helping  these  displaced  defense  workers  and  how  he  envi- 
sions helping  the  aerospace  industry? 

Secretary  Bentsen.  Let  me  say,  Senator,  that  California  has 
been  particular  hard  hit.  You  look  at  the  employment  rolls;  they 
went  down  a  quarter  of  a  million  employees  in  1992  alone. 

Senator  Boxer.  That  is  right. 
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Secretary  Bentsen.  The  workforce  out  there  represents  about  11 
percent  of  the  workforce  of  the  United  States.  If  we  are  talking 
about  500,000  jobs,  I  would  say  at  least  50,000  of  those  would  be 
for  California.  I  think  the  space  industry  and  high-tech  that  you 
have  so  much  of  in  California  will  be  particularly  interested  in  the 
investment  tax  credit  and  what  we  are  doing  there,  what  we  are 
trying  to  do  on  the  permanent  extension  of  the  R&D  tax  credit. 
Those  hit  home.  What  we  are  talking  about  in  the  way  of  job  re- 
training from  defense  industry  conversions  will  be  particularly 
helpful,  I  think,  to  California. 

Senator  Boxer.  I  read  with  great  interest  the  plan  to  combine 
the  unemployment  extension,  the  compensation  funds,  with  worker 
training  and  I  am  very  pleased  about  that.  Mr.  Secretary,  is  that 
moving  forward,  that  plan? 

Secretary  Bentsen.  Yes,  it  is.  We  are  pushing  that,  absolutely. 

Senator  Boxer.  And  so  what  we  are  going  to  do  is  work  with  the 
States  and  have  them  categorize  the  workers  so  that  they  don't  just 
get  a  check,  but  if  they  are  in  great  need  of  retraining  they  will 
get  that. 

Secretary  Bentsen.  To  get  that  kind  of  interrelationship  so  it 
works  better,  yes,  that  is  what  we  are  striving  for. 

Senator  Boxer.  I  would  just  like  to  add,  if  you  have  the  oppor- 
tunity, there  are  funds  that  this  Congress  dedicated  last  year,  over 
$1  billion,  to  defense  conversion  and  diversification  and  training 
which  apparently  has  not  been  moved  at  all.  This  has  to  do  with 
this  years  funding,  not  looking  ahead,  not  your  program,  but  last 
years.  If  there  is  a  way  for  you  to  speed  that  up,  Mr.  Secretary, 
that  is  money  in  the  pipeline  and  we  haven't  even  seen  it.  We 
would  really  appreciate  that. 

Secretary  Bentsen.  Thank  you,  Senator.  We  appreciate  your 
counsel  on  that  one. 

Senator  Boxer.  When  you  talked  about  offsetting  the  impact  on 
the  middle  class,  Ms.  Rivlin,  you  talked  about  the  earned  income 
tax  credit  and,  Mr.  Secretary,  you  talked  about  the  lowering  of  in- 
terest rates.  Anything  else  in  that  program  that  you  could  point  to 
as  specific  offsets? 

Secretary  Bentsen.  Well,  we  have  got  LIHEAP. 

Senator  Boxer.  Low-income  energy? 

Secretary  Bentsen.  Yes,  and  that  is  substantially  increased  to 
try  to  assist  in  that  regard. 

Senator  Boxer.  A  last  question  on  the  R&D  permanent  exten- 
sion, which  pleases  me  to  no  end — and  you  are  right,  Mr.  Sec- 
retary, it  impacts  our  high-tech  people  and  it  is  going  to  be  tremen- 
dous. When  I  asked  them  what  is  the  one  thing  we  could  do  in  the 
tax  code,  that  is  the  thing  that  they  cited.  Is  that  for  small  compa- 
nies, middle-sized  companies? 

Secretary  Bentsen.  Oh,  yes,  absolutely. 

Senator  Boxer.  Can  you  give  me  a  sense  of  what  the  parameters 
are,  the  specifics  on  that? 

Secretary  Bentsen.  Yes.  It  is  across  the  board. 

Senator  Boxer.  It  is  across  the  board  for  all  companies? 

Secretary  Bentsen.  All  companies,  that  is  correct;  the  Research 
and  Experimentation  Credit  is,  and  the  investment  tax  credit  is. 
The  incremental  investment  tax  credit  is  across  the  board.  The  7 
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percent  through  1994  and  5  percent  thereafter  is  for  small  busi- 
ness, those  that  average  less  than  $5  million  in  gross  receipts. 

Senator  Boxer.  Mr.  Chairman,  thank  you  very  much. 

Chairman  Sasser.  Thank  you,  Senator  Boxer. 

Senator  Domenici? 

Senator  Domenici.  Thank  you  very  much,  Mr.  Chairman.  How 
many  Senators  have  had  a  chance  on  my  side  to  inquire? 

Chairman  Sasser.  Well,  just  Senator  Gregg  on  your  side. 

Senator  Domenici.  I  want  those  who  arrived  and  saw  me  absent 
to  know  I  was  here  and  had  to  go  for  a  minute,  so  I  am  not  trying 
to  take  your  place  in  line. 

Dr.  Rivlin.  He  really  was.  We  saw  him. 

Senator  Domenici.  You  will  attest  to  that,  won't  you? 

Dr.  Rivlin.  Yes. 

Senator  Domenici.  Let  me  ask  just  very  basic  questions,  if  I 
might.  What  was  the  deficit  in  1992?  Can  you  look  that  up  quickly, 
or  I  can  tell  you? 

Dr.  Rivlin.  The  baseline  deficit  we  are  carrying  for  1993  is  $319 
billion. 

Senator  Domenici.  All  right.  That  might  even  serve  as  well,  but 
the  deficit  for  1992  was  $290  billion.  Do  you  know  what  the  deficit 
is  going  to  be  when  this  plan  for  change  is  in  effect  for  4  years? 
What  will  the  deficit  be — 5  years  from  now? 

Dr.  Rivlin.  By  1997,  we  are  expecting  a  $205  billion  deficit  after 
all  the  cuts  are  in  place. 

Senator  Domenici.  Let  me  give  you  what  I  could  gather  from  the 
little  information  I  could  get.  In  1998,  the  deficit  will  be  $241  bil- 
lion. In  1992,  it  was  $290  billion.  I  would  like  to  ask  you  what  the 
deficit  will  be  10  years  from  now.  Do  you  happen  to  have  that  num- 
ber? 

Dr.  Rivlin.  Actually,  we  do,  if  I  can  find  it.  It  will  be  higher, 
which  is  what  your  point  is,  I  think.  It  will  be  higher  because  of 
the  rising  health  costs. 

Secretary  Bentsen.  And  if  we  don't  do  anything,  as  I  recall,  Sen- 
ator, it  runs  over  $600  billion,  doesn't  it? 

Senator  Domenici.  Well,  let  me  tell  you  what  I  have  and  then 
let  me  try  to  make  my  point  with  you.  You  know,  the  deficit  will 
be  $400  billion  in  2002  under  this  plan. 

Dr.  Rivlin.  Yes. 

Senator  Domenici.  So  Americans  are  expecting  the  deficit  to  be 
down,  after  being  asked  to  pay  new  taxes  of  $360  billion.  Instead 
the  deficit  goes  up. 

Senator  Johnston.  Is  that  then-year  dollars  or  constant  dollars? 

Senator  Domenici.  It  is  then-year  dollars  and,  frankly,  Senator 
Johnston,  that  is  the  tip  of  the  iceberg.  I  mean,  the  deficit  is  going 
up  fast  after  that.  That  $400  billion  goes  up  much  faster,  but  I  just 
picked  that  number. 

Now,  let  me  ask  if  I  have  some  other  numbers  right.  Do  you 
know  whether  my  estimate,  and  I  think  it  is  pretty  close,  of  new 
taxes  that  are  going  to  be  imposed  over  5  years  of  $360  billion  is 
right  or  not?  I  think  it  is  right.  Do  you  have  any  reason  to  doubt 
that  number? 

Dr.  Rivlin.  It  depends  what  you  count  as  taxes,  Senator.  You  re- 
ferred to  this  earlier.  You  are  correct  that  we  are  showing  the  in- 
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crease  in  the  tax  on  social  security  benefits  as  a  benefit  cut.  I  think 
that  is  the  way  people  will  think  about  it.  They  will  think  they  are 
getting  less  from  social  security,  and  that  is  a  benefit  cut,  but  you 
can  show  it  any  way  you  want. 

Senator  Domenici.  Dr.  Rivlin,  I  am  not  trying  to  be  difficult,  but 
I  just  cannot  believe  that  the  senior  citizens  who  are  going  to  pay 
additional  income  tax  see  that  as  a  benefit  cut.  I  think  they  see  it 
as  increased  income  taxes. 

Secretary  Bentsen.  Could  I  interrupt  on  that  one,  then,  for  a 
moment,  Senator?  I  was  reading  the  New  York  Times  this  morning 
and  that  report  said  the  Reagan  administration  in  1983  referred  to 
the  50-percent  taxation  provision  as  a  benefit  cut.  I  know  you  can 
interpret  it 

Senator  DOMENICI.  Well,  in  the  past  you  have  been  very  critical 
of  the  Reagan  administration. 

Secretary  Bentsen.  What? 

Senator  Domenici.  You  have  been  very  critical  of  the  accuracy  of 
the  Reagan  administration. 

Secretary  Bentsen.  No,  no. 

Senator  Domenici.  They  probably  were  wrong  then  like  you  are 
wrong  now. 

Secretary  Bentsen.  I  understand  you  can  argue  it  either  way, 
but  I  think  this  instance  where  it  was  done  in  1983  is  a  good  exam- 
ple that  it  is  a  valid  interpretation. 

Senator  Domenici.  Then  let  me  tell  you  what  is  not  in  the  $360 
billion.  Dr.  Rivlin  has  said  the  tax  on  senior  citizens  on  social  secu- 
rity benefits  should  not  be  in  there,  but  I  added  it  in.  There  are 
$25  billion  in  new  user  fees  that  I  did  not  count.  Those  are  customs 
user  fees,  FCC  spectrum  fees,  grazing  fees,  hard  rock  mining  royal- 
ties which  aren't  in  existence  yet.  Why  aren't  those  new  fees  called 
revenues?  Aren't  they  revenues  to  the  Federal  Government  that 
somebody  is  going  to  pay? 

Dr.  Rivlin.  They  have  never  been  counted  that  way,  Senator,  in 
the  budget.  They  have  always  been  counted  as  offsets  to  spending, 
and  I  think,  again,  one  can  argue  this  either  way.  But  if  the  Gov- 
ernment is  subsidizing  something  and  then  subsidizes  it  less  be- 
cause it  is  charging  the  people  who  get  the  benefits  for  those  bene- 
fits, it  seems  logical  to  count  that  as  less  of  a  subsidy,  less  of  an 
expenditure. 

Senator  Domenici.  But  for  those  who  are  paying  the  new  fees, 
much  like  the  people  who  will  be  taxed  more  on  their  social  secu- 
rity, they  are  really  going  to  consider  that  they  are  paying  more  to 
Government,  and  if  my  numbers  are  right,  that  is  $25  billion  more. 
Now,  let  me  do  this  arithmetic  for  you.  I  am  just  going  to  add  the 
two  numbers,  and  it  is  $385  billion  more  that  we  are  going  to  ask 
the  American  people  to  pay  to  their  Government  in  taxes  and  fees, 
if  I  have  it  right. 

Now,  how  do  we  explain  to  the  public  that  while  we  are  doing 
that,  the  discretionary  domestic  appropriations  are  not  being  cut? 
My  best  numbers  are,  believe  it  or  not,  that  that  is  going  to  go  up 
by  $70  billion.  So  during  this  budget  cut  time,  the  discretionary 
programs  are  going  up  $70  billion.  So  we  are  asking  the  American 
people  to  pay  higher  taxes  so  we  can  spend  more.  Is  that  fair  to 
say? 
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Dr.  Rivlin.  That  is  one  way  of  looking  at  it,  Senator,  but  let  me 
say  this.  We  are  asking  the  American  people  to  pay  more  taxes,  as 
you  say,  and  to  take  cuts  in  spending  that  many  of  them  will  not 
like  in  order  to  do  two  things.  One  is  to  reduce  the  deficit  and  the 
other  is  to  shift  to  more  investment  that  will  give  us  higher  income 
in  the  future. 

We  are  indeed  recommending  investment  expenditures,  more 
funds  for  highways,  for  high-tech  R&D  and  for  investments  in  chil- 
dren. We  believe  those  will  pay  off  in  the  long  run,  and  that  if  we 
were  asking  the  American  people  to  forego  those  we  would  all  be 
in  worst  shape. 

Senator  Domenici.  Well,  let  me  just  make  this  observation.  That 
may  very  well  be  the  case  and  many  of  us  might  support  some  of 
those  increases,  I  say,  Mr.  Secretary.  But  the  current  budget  situa- 
tion which  has  been  highly  criticized  by  many  would  say  if  you  are 
going  to  spend  money  on  new  things,  you  should  cut  spending 
somewhere  else.  We  are  not  going  to  do  that  under  this  plan.  As 
a  matter  of  fact,  the  President  is  recommending  we  declare  a  na- 
tional emergency  so  we  can  spend  $20  billion  on  new  programs  this 
year.  We  have  not  done  that  in  the  past  3  years.  Let  me  give  you 
the  numbers.  The  recommendation  is  for  $20  billion  in  new  pro- 
gram expenditures,  everything  from  rural  development — believe  it 
or  not,  friends,  it  is  increasing  the  Economic  Development  Adminis- 
tration. That  is  going  to  be  a  great  economic  stimulus.  We  have 
been  trying  for  12  years  to  phase  it  out  and  that  is  one  of  the  new 
recommended  spending  programs. 

Let  me  finish  my  analysis.  The  new  stimulus  right  now  that  you 
are  going  to  ask  us  to  do  next  week  is  $20  billion  in  new  program 
add-ons.  Many  of  them  sound  nice,  many  of  them  may  be  very  nice, 
but  there  are  no  recommendations  for  spending  cuts. 

Next,  you  call  it  investment  in  the  future.  I  think  Americans  call 
it  Government  spending.  You  are  going  to  ask  for  new  spending  of 
$129  billion  on  the  discretionary  side  of  this  budget — $129  billion 
in  new  expenditures  over  the  next  5  years.  Now,  I  just  would  like 
everybody  to  know  that  the  net  effect  of  that  is  that  the  appro- 
priated accounts  of  this  Government's  2,500  different  programs,  are 
going  to  go  up  $73.5  billion  over  the  next  5  years. 

Now,  I  wonder,  what  if  some  of  those  investments,  as  you  call 
them,  are  just  spending  items  in  the  minds  of  some?  Is  there  a  real 
conclusive  difference  between  Government  spending  and  Govern- 
ment investment?  I  mean,  would  you  really  make  the  case  that  all 
these  new  programs  are  investments  because  you  call  them  that? 
Hov;  do  they  get  to  be  "investments'? 

Secretary  Bentsen.  I  think  what  you  are  talking  about  is  invest- 
ing in  the  future  of  the  country  by  training  and  education.  One  of 
the  problems  we  are  having  today  is  that  we  have  a  workforce  that 
is  not  as  competitive  as  we  would  like.  We  have  had  a  situation 
where  this  country's  productivity  increase  has  pretty  well  leveled 
off,  not  up  to  what  it  should  be.  We  have  a  situation  where  we  are 
not  using  to  the  fullest  our  productive  capacity,  the  manufacturing 
capacity  of  the  country.  We  are  talking  about  moving  to  a  consump- 
tion tax  and,  Senator,  as  I  understand  it,  you  and  I  have  had  some 
agreement  on  that,  and  that  is  what  we  are  doing. 
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Senator  DOMENICI.  I  don't  want  to  waste  time  on  whether  we 
agree  or  disagree.  I  have  never  been  for  a  new  consumption  tax. 
I  have  been  for  a  change  in  the  income  tax  law  so  that  it  exempts 
saving  and  investment. 

Secretary  Bentsen.  Well,  that  is  splitting  hairs,  but  go  ahead. 

Senator  DOMENICI.  No,  it  really  isn't.  It  is  very,  very  different. 

Secretary  Bentsen.  All  right,  OK 

Senator  Domenici.  In  any  event,  let  me  finish  here.  Mr.  Sec- 
retary or  Dr.  Rivlin,  in  this  $20  billion  that  the  administration 
wants  to  spend  right  now  in  new  programs,  is  the  $3  billion  in- 
crease in  the  Community  Development  Block  Grant  Program,  an 
investment? 

Dr.  Rivlin.  We  believe  that  it  is  an  investment.  The  idea  of  this 
stimulus  package  is  to  do  some  things  that  we  believe  need  doing 
and  to  do  them  quickly  to  create  jobs,  and  a  good  way  to  get  money 
into  cities  where  we  have  a  lot  of  unemployed  people  and  a  lot  of 
problems  is,  frankly,  to  give  the  mayors  some  money  to  spend  for 
fast  spend-out  programs,  and  that  is  what  we  are  doing. 

Senator  Domenici.  Would  spending  more  money  on  the  National 
Institutes  of  Health  be  an  investment  or  just  plain  old  new  spend- 
ing? 

Dr.  Rivlin.  I  think  the  National  Institutes  of  Health  is  a  very 
good  investment  in  our  future,  our  future  health  and  our  future  in- 
come. 

Senator  Domenici.  So  do  I.  It  is  not  increased.  I  mean,  it  didn't 
have  anybody  out  there  pushing  for  it,  so  it  isn't  increased.  Maybe 
I  would  do  this  for  Dr.  Rivlin's  side  of  the  shop.  Maybe  you  could 
go  through  a  reasonable  cross-section  of  the  expenditures,  the 
spending  side  of  the  budget,  and  maybe  you  could  give  me  a  series 
of  examples  of  what  is  not  an  investment  by  the  Federal  Govern- 
ment. Might  you  do  that  and  submit  it  for  the  record? 

Dr.  Rivlin.  Certainly,  Senator. 

Senator  Domenici.  It  seems  to  me  we  are  getting  very  close  to 
calling  almost  anything  the  Government  spends  money  on  an  in- 
vestment. In  the  past,  it  was  government  spending.  I  would  just 
like  to  know  what  is  not  spending  in  the  Federal  Government,  and 
what  is  not  investment.  Maybe  we  can  cut  some  of  the  spending 
that  is  not  investment. 

Dr.  Rivlin.  Sure,  we  can  give  you  a  list. 

[The  information  referred  to  follows:] 

The  following  is  an  illustrative  list  of  what  I  would  not  consider  investment: 

•  Veterans  Benefits 

•  Farm  Subsidies 

•  Food  Stamps 

•  Trade  Adjustment  Assistance 

•  Social  Security 

•  Rental  Housing  Assistance  for  the  Homeless 

Senator  Domenici.  All  right.  Now,  let  me  ask  one  last  question 
here.  Now,  if  my  numbers  are  right  and  we  are  not  even  going  to 
count  these  user  fees  as  new  taxes,  I  get  that  this  package  is  going 
to  have  new  taxes  of  $1  for  76  cents  in  spending  reduction. 

If  that  is  right,  and  I  think  it  is,  are  you  telling  us,  both  of  you 
again,  whom  I  really,  really  respect— are  you  telling  us  that  is  the 
best  we  can  do  in  reducing  the  deficit  of  the  United  States?  That 
is  the  best  we  can  do  to  get  the  deficit  down? 
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Secretary  Bentsen.  No,  and  I  don't  think  that  is  the  number.  A 
good  example  of  that  is  the  way  you  are  thinking  of  the  benefit  re- 
duction in  social  security.  I  think  you  can  argue  either  side,  frank- 
ly. But  I  think  there  is  honesty  in  our  judgment  there,  because  we 
have  cited  the  fact  that  President  Reagan  classified  the  50-percent 
tax  put  on  it  as  a  cut  in  benefits.  Now,  if  you  take  that  kind  of  a 
philosophy  through  it  in  changing  it,  you  can  come  up  with  num- 
bers like  yours. 

Dr.  RrvxiN.  But  I  think  the  point  that  I  would  like  to  stress,  Sen- 
ator, is  that  this  administration  would  welcome  alternative  ways  to 
get  the  deficit  down  as  long  as  they  are  real  ways,  and  there  will 
certainly  be  a  negotiation  over  how  is  the  best  way  to  do  it.  The 
main  is  we  have  got  to  do  it. 

Senator  Domenici.  Well,  I  tell  you,  I  know  you  are  wondering  if 
the  Republicans  have  a  plan.  We  don't.  We  haven't  had  time  to 
analyze  the  President's  plan  yet,  and  we  will  try,  but  we  might  just 
start  by  suggesting  this.  If  you  are  really  serious  about  cutting  the 
deficit,  why  don't  we  just  start  by  not  adding  the  new  $129  billion 
in  spending? 

Secretary  Bentsen.  Well,  I  feel  very  strongly,  as  I  have  told  you 
before,  that  we  have  to  invest  in  the  education  of  our  people,  that 
we  have  to  do  other  kinds  of  things  so  that  we  have  an  internation- 
ally competitive  workforce.  We  have  to  invest  in  the  productivity  of 
our  country,  and  we  have  to  move  away  from  consumption  and  en- 
couraging consumption.  We  have  done  that  in  this  package. 

Chairman  Sasser.  Thank  you,  Senator  Domenici. 

Senator  Exon? 

Senator  Exon.  Mr.  Chairman,  thank  you  very  much.  Welcome, 
Mr.  Secretary,  and  welcome  back,  Dr.  Rivlin.  We  are  delighted  to 
have  you  back  in  front  of  the  committee  once  again. 

In  listening  to  the  testimony  this  morning  and  thinking  back — 
although  the  President  said  we  shouldn't  think  back,  we  should 
look  to  the  future,  I  still  say  that  history  has  taught  us,  or  should 
have  taught  us  some  lessons.  I  am  wondering  if  you  recall  as  viv- 
idly as  I  do — I  don't  remember  the  exact  date,  but  I  believe  it  must 
have  been  about  1979,  over  a  decade  ago.  At  that  time,  you  were 
Director  of  the  Office  of  Management  and  Budget,  I  believe,  or  in 
some  capacity  in  that  agency. 

President  Jimmy  Carter  called  the  Budget  Committee  over  to  the 
White  House  one  day  in  a  frightened  emergency  session.  The  na- 
tional debt  was  approaching  $1  trillion  and  the  latest  figures  indi- 
cated that  the  following  year,  if  we  didn't  do  something,  we  were 
going  to  have  a  horrible,  horrible  deficit  of  about,  as  I  remember 
it,  $80  billion.  Was  that  in  1979? 

Dr.  Rivlin.  I  think  so,  and  the  1980  budget  deficit,  I  remember 
President  Carter — I  was  then  at  the  Congressional  Budget  Office, 
but  President  Carter  sent  in  a  budget  whose  deficit  was,  as  I  re- 
member it,  $15  billion,  and  the  Congress  said  that  is  too  much,  go 
back  to  the  drawing  board  and  start  again. 

Senator  Exon.  Not  only  the  Congress,  but  Wall  Street,  all  the 
Chambers  of  Commerce  in  the  United  States.  We  were  frightened 
to  death  that  we  may  be  bumping  up  against  a  $1  trillion  amount 
of  borrowing.  I  only  say  that  to  maybe  put  in  a  picture,  maybe,  in 
retrospect,  of  how  far  we  have  deteriorated  since  then,  to  the  fact 
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that  we  have  jumped  from  about  a  $50  to  $70  billion  annual  deficit 
to  $300  billion-plus,  and  we  have  dramatically  jumped  from  under 
$1  trillion  in  the  same  time  period  to  over  $4  trillion,  going  to  $5 
trillion  without  any  question,  and  probably  higher. 

I  simply  say  that  while  maybe  we  do  not  all  agree  with  every- 
thing that  the  President  proposed,  I  think  we  should  all  agree  that 
at  least  the  President  had  the  courage  to  come  before  the  American 
people  and  focus  on  a  tragedy  that  is  happening  to  America.  Now, 
we  can  argue  as  to  whether  there  are  too  many  taxes,  not  enough 
taxes,  not  enough  cuts  in  the  spending  sidei 

Let  me  ask  this  question.  I  don't  think  it  has  been  asked  this 
morning,  and  I  would  like  to  have  a  response  from  either  the  Sec- 
retary or  you,  Dr.  Rivlin.  What  is  the  mix,  the  real  mix  in  the  plan 
that  the  President  is  presenting  that  you  have  all  had  a  key  part 
in  fashioning— what  is  the  mix  between  tax  increases  on  one  side 
and  reductions  in  spending  on  the  other?  Is  it  one-for-one,  is  it  60- 
40  or  40-60?  What  is  the  figure? 

Secretary  Bentsen.  Well,  I  think  even  if  you  took  the  interpreta- 
tion that  the  benefit  cuts  in  social  security  were,  in  effect,  a  tax, 
we  still  come  out  approximately  50-50.  If  you  leave  it  on  the  side 
that  President  Reagan  did  and  that  we  think  is  right,  then  we  have 
more  cuts  than  we  do  in  tax  increases. 

Senator  Exon.  But  it  is  fair  to  say,  Mr.  Secretary,  one  way  or  the 
other,  that  we  are  somewhere  in  the  range  of  50-50  as  opposed  to 
what  the  OMB  Director  had  said  one  time  that  he  thought  we 
should  have  $2  cut  in  spending  for  every  $1  dollar  in  tax  increases? 

Secretary  Bentsen.  Well,  we  don't  get  to  the  two-for-one,  that  is 
correct,  but  we  do  show  that  we  are  doing  more  in  spending  cuts 
than  we  are  in  tax  increases. 

Senator  Exon.  Let  me,  if  I  might,  just  turn  to  what  I  think  might 
be  one  of  the  potential  Achilles  heels  of  the  whole  package,  and 
that  is  the  enforcement  provision.  I  quote,  Dr.  Rivlin,  from  your 
statement  that  is  now  part  of  the  record  of  the  committee. 

We  propose  an  extension  of  the  Budget  Enforcement  Act  of  1990  to  set  the  condi- 
tions for  decisions  in  the  future,  and  we  also  propose  an  enhanced  rescission  proce- 
dure that  will  give  the  President  and  all  future  Presidents  the  opportunity  to  re- 
quire a  simple  majority  vote  on  individual  spending  items.  These  procedural 
changes  will  safeguard  the  deficit  reduction  that  we  need. 

I  am  not  sure  about  that,  and  if  there  is  one  Achilles  heel  on  this 

prugrai?  th^t  I  have  heard  many  people  mention  in  one  form  or  an- 
other, that  is  that  if  we  are  going  to  have  to  ask  sacrifices  and  con- 
tributions, or  both,  from  the  American  people,  we  have  an  obliga- 
tion, it  seems  to  me,  to  have  some  kind  of  an  enforcement  mecha- 
nism that  will  work. 

Now,  we  have  had  all  kinds  of  budget  proposals  that  we  all  know 
about  and  both  you  and  the  Secretary  have  been  involved  in  over 
a  period  of  years  in  one  form  or  another.  We  certainly  have  talked 
about  and  had  in  place  enforcement  mechanisms  such  as  caps, 
talks  about  across-the-board  cuts,  talks  about  rescissions.  All  of 
these  things  have  come  into  play  that  haven't  worked. 

I  am  fearful  that,  good,  bad  or  indifferent,  this  policy  may  need 
to  be  further  refined  by  some  kind  of  a  strict  discipline  so  that 
when  we  ask  the  people  for  more  taxes  and  spending  cuts  to  bring 
some  sense  and  order  out  of  a  budget  process  that  has  been  out  of 
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control  for  a  long,  long  time,  we  had  better  make  a  better  step  than 
we  have  so  far  with  regard  to  enforcement  mechanisms. 

I,  for  one,  have  suggested  and  have  proposed  to  the  administra- 
tion, and  throw  out  here  again  this  morning,  the  fact  that  I  feel 
that  for  far  too  long  we  have  overlooked  the  real  reason  that  we 
have  not  been  able  to  have  enforcement  mechanism  and  make  it 
work,  and  that  is  in  the  end  it  is  all  too  easy  to  borrow  money,  and 
we  have  done  that  over  and  over  and  over  again. 

Why  wouldn't  it  be  a  good  idea  to  incorporate  with  each  yearly 
budget  the  projection  into  the  future  as  to  the  deficit,  which  will 
also  tell  us  how  much  we  are  going  to  have  to  raise  the  national 
debt?  What  is  wrong  with  coupling  in  that  date  and  that  amount 
in  the  budget  process?  And  if  we  meet  that  projection,  as  you  seem 
to  think  we  will,  because  it  has  been  emphasized  by  the  President 
last  night  and  the  Secretary  that  I  have  heard  talk  before  that  we 
are  using  very  conservative  figures  rather  than  the  rosy  scenario 
figures— if  that  is  true,  why  wouldn't  it  be  a  good  idea  to  incor- 
porate in  our  process  a  fixed  amount  and  date  when  we  are  going 
to  have  to  raise  the  national  debt,  and  use  that  as  an  enforcement 
mechanism? 

If  we  reach  that  point,  which  we  have  so  many  times  in  the  past, 
without  any  action,  why  wouldn't  it  be  a  good  idea  to  create  a  crisis 
situation,  then;  by  prior  agreement,  have  the  Congress  go  into  a 
week's  period  where  they  would  do  nothing  but  advise  the  Presi- 
dent, or  the  President  advise  us,  and  come  to  a  resolution  on  what 
solution  we  should  do  and  what  steps  we  should  take  if  we  are 
threatened  with  the  possibility  of  further  raising  the  national  debt 
more  than  projected? 

Dr.  Rivlin.  Well,  we  do  have  a  debt  ceiling.  I  think  there  are 
strong  arguments  for  coordinating  the  debt  ceiling  and  the  budget 
enforcement  mechanism,  and  that  is  an  interesting  approach.  I  am 
more  sanguine,  I  think,  Senator,  about  the  effectiveness  of  caps 
and  pay-as-you-go  provisions  than  you  appear  to  be. 

The  Congress  has  observed  quite  well  the  caps  in  the  1990  agree- 
ment. We  are  proposing,  even  with  this  stimulus  package  that  is 
in  our  proposal,  to  say  under  the  caps  in  1994.  That  is  partly  be- 
cause defense  spending  was  lower  than  projected,  but  I  think  a  lot 
of  work  needs  to  be  done  on  enforcement  mechanisms.  But  the  no- 
tion that  you  can  cap  discretionary  spending  and  impose  rules  on 
entitlements  and  taxes  that  require  the  Congress  to  pay  for  the 
changes  that  they  make  in  those  programs  seems  to  us  a  good  one. 

Senator  Exon.  I  just  would  say,  Mr.  Chairman,  my  time  is  up. 

Chairman  Sasser.  It  is. 

Senator  Exon.  I  just  want  to  emphasize  that  while  you  say  we 
have  done  a  good  job  living  with  caps  on  these  various  agreements 
that  we  have  had,  I  say  bully,  but  I  say  also  we  have  gone  to  the 
old  scheme,  and  that  is  to  borrow  whatever  we  need  to  cover  our 
shortfalls.  When  you  talk  about  caps,  you  are  talking  about  discre- 
tionary spending  rather  than  the  whole  budget.  Thank  you. 

Chairman  Sasser.  Thank  you,  Senator  Exon. 

Senator  Grassley? 

Senator  Grassley.  I  think  Senator  Brown  was  ahead  of  me. 

Chairman  SASSER.  Well,  actually,  you  arrived  first  and  left. 
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Senator  Grassley.  Well,  then,  if  I  arrived  first,  I  am  going  to  go 
nrsi. 

Chairman  Sasser.  It  is  up  to  you.  At  least  on  my  list  you  were 
here  first,  Senator  Grassley,  and  left  and  then  returned 

Senator  Grassley.  OK,  thank  you.  If  I  could,  I  want  to  mention 
a  couple  of  things  that  I  applaud  in  the  program  that  you  present 
and  then  I  want  to  state  where  I  have  some  disagreements,  and 
probably  the  disagreements  are  more  than  the  agreements,  to  be 
up  front,  and  then  I  have  some  questions  I  want  to  ask. 

In  the  first  instance,  I  want  to  applaud  the  President  and  the  ad- 
ministration for  saying  that  Government  employees  should  take  a 
freeze,  and  also  that  includes  Congresspersons,  I  am  sure.  We 
should  all  take  a  freeze  for  salaries  and  then  take  a 

Secretary  Bentsen.  Some  of  us  took  a  cut,  Senator. 

Senator  Grassley.  I  know.  [Laughter.] 

But  perhaps  you  got  some  more  fringe  benefits.  I  don't  know. 

Secretary  Bentsen.  I  am  looking. 

Senator  Grassley.  Anyway,  I  want  to  compliment  you  for  sug- 
gesting a  freeze  for  civil  servants,  for  Congress  people,  for  the  slow- 
er adjustment  in  salaries  upward,  because  I  think  that  it  is  nec- 
essary for  those  of  us  in  Government  to  set  a  good  example.  Also, 
everybody  wants  to  know  are  members  of  Congress  ready  to  put  on 
the  table  some  of  their  favorite  programs.  Of  course,  in  my  State, 
as  in  your  State  of  Texas,  agriculture  is  a  very  important  thing, 
and  I  think  you  have  done  the  right  thing,  even  though  it  may  not 
raise  a  lot  of  money,  but  it  is  surely  the  right  thing,  when  you  say 
that  people  that  have  more  than  $100,000  of  off-farm  income  would 
not  be  able  to  benefit  from  farm  subsidy  programs.  That  affects  me 
personally,  but  I  think  it  is  a  right  program  and  it  does  set  a  good 
example. 

A  question  you  can  think  about,  but  don't  answer  it  right  now, 
is  I  would  like  to  raise  with  you  that  some  place  in  farm  programs 
at  some  level,  maybe  much  higher  than  $100,000,  but  at  some  level 
people  who  make  their  entire  income  from  farming  maybe  should 
not  have  the  benefit  of  subsidy  programs.  There  ought  to  be  some 
place  where  these  ought  to  be  targeted  to  middle-  and  low-income 
people  to  a  greater  extent  than  even  the  $50,000  cap  does.  So  I 
want  you  to  know  that  those  are  areas  where  I  will  be  working 
with  you. 

I  don't  like  the  tax  program.  It  just  seems  to  me  like  it  is  bad 
economics.  We  have  a  fragile  recovery.  You  start  raising  these 
kinds  of  taxes  on  the  economy  and  it  is  going  to  dampen  the  econ- 
omy. It  is  going  to  discourage  people  who  have  to  put  up  money  for 
investment,  which  in  turn  creates  jobs,  particularly  the  small  busi- 
ness people.  I  don't  think  your  investment  tax  credit  is  enough  in- 
centive for  small  business  to  offset  the  higher  taxes  that  you  are 
going  to  have  on  the  small  business  person,  where  we  create  about 
80  percent  of  the  jobs. 

But,  really,  what  is  bad  about  it  is  the  idea  that  we  seem  to  ac- 
cept too  easily  around  this  town  that  you  can  raise  taxes  high 
enough  to  satisfy  the  appetite  of  Congress  to  spend  money,  or 
maybe  the  appetite  of  Government  to  consume  money,  and  you  just 
cant  raise  taxes  high  enough  to  do  it.  You  may  satisfy  for  a  short 
period  of  time  some  of  these  interest  groups  that  you  are  able  to 
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satisfy— mayors,  county  government,  educators,  a  lot  of  the  pro- 
grams that  you  are  trying  to  help.  But,  long  term,  you  aren't  going 
to  satisfy  all  those  interests,  and  trying  to  do  it  just  further  is  bad 
public  policy  because  you  can't  get  the  budget  high  enough  as  a 
percent  of  the  gross  national  product  to  satisfy  people  that  want  to 
ive  out  of  the  Federal  trough.  They  are  still  going  to  be  telling  you, 
ike  a  broken  record,  the  words  that  you  have  been  hearing  for  dec- 
ades— the  needs  are  so  great,  the  needs  are  so  great. 

Let  me  suggest  to  you  that  what  you  try  to  do  by  increasing 
taxes  and  by  spending  more  money,  supposedly  reducing  the  defi- 
cit, is  exactly  what  we  tried  to  do  in  1990,  in  the  budget  agreement 
of  1990.  With  raising  taxes  $165  billion,  by  cutting  defense  $150 
billion,  we  still  ended  up  with  the  same  deficit  that  we  would  have 
had  if  we  had  not  gone  to  the  summit  and  if  we  would  have  had 
the  artificial  adjustment  in  the  automatic  sequester  of  Gramm- 
Rudman  that  we  were  proposing  to  do. 

Secretary  Bentsen.  Senator,  we  have  to  catch  that  plane.  Let  me 
state  that  we  stayed  within  those  caps  on  the  1990  budget  agree- 
ment. The  reason  that  we  ended  up  with  a  much  larger  deficit  was 
not  that  we  violated  the  caps,  but  we  had  a  very  optimistic  esti- 
mate as  to  what  was  going  to  happen  to  the  economy.  Having  seen 
that  happen,  that  is  why  we  chose  the  more  conservative  estimate 
this  time. 

Dr.  Rivlin  and  I  have  to  go. 

Chairman  Sasser.  Senators,  just  let  me  say  that  the  Secretary 
is  going  to  have  to  leave.  We  made  a  commitment  that  he  could 
leave  at  11:00  today.  That  is  the  reason  we  started  at  9:00.  At  that 
time,  we  did  not  know  we  would  be  interrupted  by  two  back-to-back 
votes. 

Dr.  Rivlin,  are  you  catching  an  airplane,  also? 

Dr.  Rivlin.  I  am  also  catching  an  airplane.  I  greatly  regret  it.  I 
would  be  happy  to  come  back. 

Chairman  Sasser.  In  any  case,  Mr.  Panetta,  the  Director  of  the 
Office  of  Management  and  Budget,  will  be  here  tomorrow  morning, 
and  this  will  give  us  overnight  to  sharpen  the  questions  for  Mr.  Pa- 
netta tomorrow  morning. 

Senator  Sarbanes.  Mr.  Chairman? 

Chairman  Sasser.  First,  let  me  express  my  appreciation  to  the 
Secretary  for  coming  this  morning,  and  also  my  appreciation  to 
you,  Dr.  Rivlin,  for  appearing  before  the  committee  this  morning. 

Senator  Sarbanes? 

Senator  Sarbanes.  Mr.  Chairman,  as  the  Secretary  leaves,  I  just 
want  to  thank  him  for  the  very  powerful  statement  that  he  deliv- 
ered this  morning.  I  think  it  is  a  very  incisive  and  cogent  analysis 
of  our  economic  situation  and  of  the  proposals  to  address  it,  and 
I  do  express  my  appreciation  to  him.  I  understand  his  schedule  and 
I  regret  I  have  not  had  a  chance  to  probe  some  of  the  matters  with 
him.  Thank  you. 

Secretary  Bentsen.  Mr.  Chairman,  I  stayed  long  enough  to  hear 
that.  [Laughter.] 

Chairman  Sasser.  Senator  Simon,  do  you  wish  to  make  a  state- 
ment? 
Senator  Simon.  I  will  hold  off. 
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Chairman  Sasser.  Well,  Senators,  my  apologies  this  morning  for 
not  being  able  to  go  on  longer  and  have  more  questions.  It  is  sim- 
ply the  press  of  time  and  the  problem  of  the  votes  this  morning 
that  were  totally  unanticipated  when  this  hearing  was  scheduled. 

Senator  Grassley? 

Senator  Grassley.  Can  I  make  a  clarification? 

Chairman  Sasser.  Of  course. 

Senator  Grassley.  If  the  Secretary's  people  are  listening,  and  if 
they  have  got  a  reaction  they  can  submit  it  in  writing,  what  the 
Secretary  just  said  in  regard  to  my  comments  on  the  Gramm-Rud- 
man  limits — he  missed  my  point.  My  point  was  that  prior  to  the 
summit  agreement  and  the  negotiations  in  1990,  there  was  some 
talk  of  having  an  artificial  adjustment  in  the  automatic  sequester 
of  Gramm-Rudman  that  would  have  brought  down  the  deficit 
about  $40  billion  for  that  first  year. 

We  raised  taxes  $160  billion,  we  reduced  defense  about  $150  bil- 
lion, and  we  spent  a  lot  of  money  in  other  areas  of  the  budget. 
After  raising  all  those  taxes  and  after  reducing  all  that  defense,  we 
still  ended  up  with  only  a  $40  billion  reduction  in  the  deficit  for 
the  first  year. 

So  my  point  is  to  the  Secretary  we  should  learn  from  that  mis- 
take in  1990,  and  I  don't  think  that  this  program  that  is  presented, 
because  it  has  got  big  tax  increases  and  still  more  adjustments  in 
defense,  has  learned  from  that  example  of  1990,  and  that  is  all  I 
am  asking  is  that  they  take  that  into  consideration  as  part  of  their 
thought  process. 

Chairman  Sasser.  But  I  think  the  Secretary's  response  to  you, 
Senator  Grassley,  is  that  the  1990  agreement  was  based  on  what 
turned  out  to  be  faulty  assumptions,  principally  the  faulty  assump- 
tion on  revenues.  I  don't  need  to  defend  this  agreement  because  it 
was  an  agreement  entered  into  between  myself,  the  Republican 
leadership  on  both  sides  and  a  Republican  administration. 

But  the  problem  was  the  revenue  forecasts  were  off  and  we  were 
advised  some  60  days  or  90  days  after  the  agreement  became  law 
that  approximately  $120  billion  in  revenues  would  be  lost  over  the 
period  of  the  agreement,  and  that  was  the  problem.  As  we  go  back 
and  look  at  it,  we  find  that  one  of  the  reasons  these  forecasts  have 
been  consistently  off  is  corporate  revenues  have  not  come  up  to  the 
predictions  of  the  1986  tax  reform  bill.  I  am  not  assigning  that  as 
fault  to  anybody.  It  was  simply  unexpected  technical  changes. 

Senator  Grassley.  I  think  that  what  you  say  is  accurate.  I  don't 
disagree  with  that,  but  I  am  speaking  in  regard  to  what  was  more 
certain,  and  that  was  that  first  year,  and  that  first  year  bottom 
line  wasn't  any  different  after  raising  all  these  taxes  than  it  would 
have  been  if  we  would  have  had  that  adjustment  of  the  automatic 
sequester. 

Chairman  Sasser.  We  could  debate  this  at  some  length. 

Senator  Exon.  Well,  Mr.  Chairman,  let  us  take  a  moment  to  de- 
bate it  because  I  suspect  we  thought  we  were  going  to  be  a  little 
bit  longer  than  this.  This  discussion  that  is  going  on  here  is  exactly 
what  I  was  trying  to  hit  on  in  my  suggestions  and  comments  to  the 
two  distinguished  witnesses  that  we  had  this  morning.  It  goes  on 
to  prove  that  the  best  plans  of  members  of  the  Budget  Committee, 
outside  the  Budget  Committee,  the  key  people  in  two  previous  ad- 
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ministrations  and  both  sides  of  the  Hill  here,  Democrats  and  Re- 
publicans alike,  have  fashioned  numerous  propositions  that  said 
this  is  a  cure-all.  We  haven't  had  a  cure-all.  Maybe  we  will  never 
get  to  a  cure-all. 

The  problem  that  we  always  come  back  to,  Mr.  Chairman, 
though,  is  that  our  sequesters,  our  caps,  the  actions  that  we  took 
simply  didn't  work  because  the  revenues  didn't  come  in  as  antici- 
pated or  we  get  to  the  end  to  borrow  money — more  and  more  and 
more  borrowing. 

It  seems  to  me  that  we  should  maybe  recognize  that  maybe  look- 
ing to  the  force  point  of  raising  the  deficit  above  what  was  pro- 
jected— and  if  we  don't  meet  the  figures  that  we  projected,  for 
whatever  reason,  that  should  be  a  crisis  situation  that  should 
confront  the  Congress  and  the  President,  rather  than  taking  an 
easy  way  out,  usually  by  voice  vote,  to  raise  more  money  to  cover 
whatever  the  shortfall  was  for  whatever  reason. 

So  we  keep  making  excuses  around  here.  The  facts  of  the  matter 
are,  and  the  record  fairly  proves  it,  the  best  of  our  plans  and  inten- 
tions, bipartisan  or  otherwise,  have  been  a  disaster  as  far  as  con- 
trolling rising  deficits  and  skyrocketing  national  debt. 

Senator  Sarbanes.  Mr.  Chairman? 

Chairman  Sasser.  Senator  Sarbanes? 

Senator  Sarbanes.  Mr.  Chairman,  this  is  an  interesting  commit- 
tee. I  did  not  realize  that  once  the  witnesses  left  we  would  stay 
around  and  have  an  exchange  of  views. 

Chairman  Sasser.  Well,  this  is  unusual. 

Senator  Sarbanes.  As  a  new  member,  I  am  finding  this  an  in- 
triguing way  to  go  forward,  but  I  can't  resist  getting  into  this  par- 
ticular conversation.  The  problem,  obviously,  is  that  your  projec- 
tions on  what  is  going  to  happen  to  the  deficit  are  interrelated  with 
what  happens  to  the  economy.  They  don't  operate  separately. 

The  first  point  you  have  to  do  is  you  have  to  make  very  realistic 
projections,  and  I  must  say  I  think  the  President's  plan  does  that 
in  a  way  that  other  plans  that  we  have  looked  at  in  previous  years 
do  not,  where  all  kinds  of  favorable  assumptions  were  made  and 
gimmicks  were  used,  and  so  forth  and  so  on.  So  I  think  the  Presi- 
dent was  absolutely  right  last  night  when  he  said  we  have  got  to 
have  basic  numbers  we  can  agree  on. 

But  even  having  said  that,  the  fact  remains  that  you  can  have 
a  carefully  crafted  plan  and  if  the  economy  goes  down,  if  you  get 
a  recession,  a  weakening  in  the  economy,  your  deficit  is  going  to 
go  up  as  a  consequence  of  the  economic  downturn.  So  you  then 
have  to  adjust  to  the  circumstances  with  which  you  are  confronted. 

In  fact,  if  you  make  a  major  effort  to  reduce  the  deficit  in  a  soft 
economy,  you  may  drive  the  economy  down  even  further  and  the 
deficit  up.  So,  in  effect,  it  becomes  counter-productive.  So  I  think 
we  have  to  be  very  careful  about  that.  As  we  analyze  the  budget 
we  have  to  constantly  keep  in  mind  that  the  actual  strength  and 
functioning  of  the  economy,  which  is,  after  all,  the  most  critical 
matter.  That  is  where  the  jobs  are,  that  is  where  the  production 
is  and  it  is  all  interrelated  with  the  deficit  problem. 

If  we  were  at  the  unemployment  rate  that  we  were  at  when  this 
recession  began,  5.3  percent,  our  deficit  now  would  be  almost  $100 
billion  less  than  it  is.  We  are  obviously  not  at  that  rate.  In  fact, 
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this  is  the  worst  recovery  out  of  a  recession  in  the  postwar  period. 
We  have  a  higher  unemployment  rate  right  now  than  we  had  at 
the  trough  of  this  recession  and  we  are  21  months  after  the  trough. 
We  have  never  had  a  previous  recession  in  the  postwar  period  with 
that  kind  of  poor  performance.  In  the  past,  we  have  recovered  our 
growth  and  recovered  our  jobs,  so  that  within  12  months  after  the 
trough,  we  had  recovered  all  the  jobs  that  had  been  lost  and  went 
on  to  get  even  more  jobs. 

In  this  recovery,  we  are  nowhere  near  the  performance  of  past 
recoveries.  At  this  point,  21  months  out,  we  have  recovered  only  30 
percent  of  the  lost  jobs.  That  is  why  the  President's  stimulus  di- 
mension of  the  package  is  so  important  in  terms  of  the  economy. 
We  have  got  to  keep  this  economy  moving,  and  the  President  recog- 
nizes that. 

If  we  can  keep  the  economy  moving  and  growing  as  this  deficit 
reduction  package  kicks  into  place,  we  are  going  to  be  able  to  sus- 
tain a  growing,  strengthening  economy  and  we  are  going  to  be  able 
to  bring  the  deficit  down.  It  is  a  realistic  projection.  Will  it,  in  fact, 
happen?  It  depends  in  large  part  on  what  the  economy  does,  and 
what  the  economy  does  in  this  country  depends  very  much  on  what 
the  private  sector  does.  Those  are  millions  of  individual  business 
decisions  that  are  made  all  across  the  country  every  day. 

Hopefully,  they  will  perceive  now  a  Government  framework  with- 
in which  they  are  going  to  make  decisions  that  they  will  regard  as 
a  positive  and  constructive  framework.  I  certainly  hope  that  the 
Federal  Reserve  will  recognize  what  the  President  is  trying  to  do 
and  give  us  an  accommodating  monetary  policy  with  which  to  push 
this  recovery  forward  because  if  they  don't,  they  can  cut  it  right  off 
at  the  knees. 

There  is  no  inflation  problem  currently  in  the  economy  and  the 
Fed  ought  to  be  able  to  pursue  an  accommodating  monetary  policy 
in  order  to  get  some  economic  growth,  some  job  restoration  mone- 
tary policy,  an  improvement  of  our  economic  situation,  and  there- 
fore the  ability  to  sustain  a  deficit  reduction  program.  So  I  think 
the  President  has  put  the  dimensions  of  this  package  together  very 
well,  and  I  hope  we  are  going  to  be  able  to  act  in  prompt  order  on 
his  proposals. 

Chairman  Sasser.  Well,  thank  you  very  much,  Senator  Sar- 
banes,  and  I  might  say  that  you  make  an  enormous  contribution 
to  these  ad  hoc  discussions  the  committee  has  after  all  the  wit- 
nesses leave. 

Gentlemen,  the  committee  will  stand  in  recess. 

[Whereupon,  at  11:18  a.m.,  the  committee  adjourned.] 
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FRIDAY,  FEBRUARY  19,  1993 

U.S.  Senate, 
Committee  on  the  Budget, 

Washington,  DC. 
The  committee  met,  pursuant  to  notice,  at  9:11  a.m.,  in  room 
SD-608,  Dirksen  Senate  Office  Building,  Hon.  Jim  Sasser  (chair- 
man of  the  committee)  presiding. 

Present:  Senators  Sasser,  Hollings,  Johnston,  Exon,  Lautenberg, 
Conrad,  Dodd,  Sarbanes,  Boxer,  Murray,  Domenici,  Grassley,  Nick- 
les,  Gramm,  Lott,  and  Gorton. 

Staff  present:  Larry  Stein,  staff  director;  John  J.  Callahan,  dep- 
uty staff  director;  and  Chuck  Marr,  economist. 

For  the  minority:  G.  William  Hoagland,  staff  director;  and  Cheri 
Reidy,  economist  and  senior  analyst  for  revenues. 

OPENING  STATEMENT  OF  CHAIRMAN  SASSER 

Chairman  Sasser.  The  committee  will  come  to  order. 

This  morning  the  committee  is  pleased  to  welcome  the  Director 
of  the  Office  of  Management  and  Budget,  Leon  Panetta.  Mr.  Pa- 
netta  is  a  former  chairman  of  the  House  Budget  Committee,  as  we 
all  know,  and  Director  Panetta  is  a  veteran  of  the  budget  trenches 
and  a  valued  friend  of  many  of  us  on  this  committee. 

He  brings  us  an  enormous  wealth  of  budgetary  knowledge,  rein- 
forced by  unquestioned  integrity  and  honesty.  I  think  these  latter 
qualities  may  help  us  establish  a  new  era  of  fiscal  credibility  in  the 
year  ahead. 

Now,  in  the  past  12  years,  the  Nation  has  been  riding  what  I 
would  call  a  deficit  tiger.  At  times  we  thought  we  had  tamed  it;  but 
when  you  look  at  these  deficit  numbers  as  they  start  exploding  in 
the  out-years,  it  is  now  clear  that  unless  something  is  done,  this 
tiger  is  going  to  consume  us. 

Now,  unlike  his  two  predecessors  who  sugar-coated  their  eco- 
nomic plans,  President  Clinton  has  been  honest  with  the  American 
people  about  the  dimensions  of  the  deficit  and  honest  about  the  im- 
plications of  this  deficit. 

The  President  has  not  reached  into  a  trick  bag  full  of  budget 
gimmicks  and  phony  savings.  What  President  Clinton  has  done  is 
give  the  American  people  a  credible  and  long-term  deficit  reduction 
package,  coupled  with  an  ambitious  agenda  for  investment  and  for 
growth. 

Looking  at  this  package,  I  don't  think  anyone  could  say  that  the 
President  is  tinkering  with  the  margins  of  the  deficit.  Indeed,  he 
appears  to  be  going  for  the  very  core  of  the  deficit. 

(157) 
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Now,  over  the  past  2  days,  we  have  heard  about  150  different 
spending  cuts  totaling  over  $375  billion  in  spending  cuts  over  5 
years.  President  Clinton  has  showed  us  where  the  cuts  are  coming. 
He  has  demonstrated  where  the  pain  is.  He  has  also  shown  where 
the  gains  are. 

And,  Mr.  Director  Panetta,  I  want  to  commend  and  congratulate 
you  today  for  the  honesty  of  the  budget  that  you  have  presented 
to  the  Congress  of  the  United  States  and  the  American  people. 

There  are  no  asset  sales  in  this  budget,  which  actually  do  not 
lower  the  structural  deficit,  as  you  and  I  know.  There  are  no  timing 
shifts  in  this  budget  that  you  have  presented.  There  are  no  magic 
asterisks.  There  are  no  black  boxes.  All  of  the  estimates  are  de- 
rived from  CBO  analysis.  And  you  demonstrate,  as  I  indicated  ear- 
lier, over  150  different  spending  cuts  totaling  $375  billion  over  5 
years. 

Now,  that  is  virtually  unprecedented  in  modern  budget  history — 
and  in  modern  budget  history,  I  say  over  the  past  decade  at  least — 
to  have  such  honest  numbers  being  used  and  such  specific  reduc- 
tions being  made. 

Now,  what  this  is  all  about,  as  the  President  indicated  the  other 
evening,  is  to  light  a  fire  under  the  economy.  The  recovery  may 
have  all  the  magic  economic  numbers — and,  indeed,  they  do  look 
good — but  you  don't  have  a  recovery  when  you  don't  have  job  cre- 
ation. 

This  morning  we  read  with  chagrin  that  Boeing  Aircraft  is  laying 
off  20,000  workers.  So  we  just  have  got  to  do  something  to  get  the 
economy  back  on  track.  With  9  million  workers  out  of  work  here 
in  the  United  States,  it  becomes  more  and  more  imperative. 

I  welcome  you  this  morning,  Mr.  Director.  I  welcome  this  budget 
proposal  that  you  present  to  us.  I  commend  you  again  for  your  hon- 
esty and  your  integrity  and  your  energy.  I  say  energy  because  I 
know  you  have  been  working  night  and  day,  weekends  included,  for 
the  past  2  or  3  weeks,  but  you  seem  to  have  held  up  under  the 
pressure  and  strain  very  well. 

Let  me  turn  now  to  the  distinguished  ranking  member,  Senator 
Domenici,  for  any  comments  he  might  wish  to  make. 

OPENING  STATEMENT  OF  SENATOR  DOMENICI 

Senator  Domenici.  Thank  you  very  much,  Mr.  Chairman. 

First,  Director  Panetta,  welcome.  I  understand  how  you  felt  at 
the  close  of  the  day  yesterday.  My  hat  is  off  to  you,  after  5  or  6 
hours  yesterday  of  being  beat  about  the  head.  Since  you  can  come 
here  this  morning  smiling.  Frankly,  I  have  great  respect  and  admi- 
ration for  you,  and  you  know  that. 

Obviously  we  are  going  to  have  a  lot  of  difficulty  agreeing  on 
what  this  package  does.  I  would  at  least  like  to  understand  its  pro- 
jected impact  on  our  Nation's  economy.  I  would  hope  we  could,  in 
the  not  too  distant  future,  however,  know  factually  what  it  does. 
Hopefully  with  the  passage  of  time,  we  will  all  get  our  facts 
straight. 

I  compliment  you  for  quickly  acknowledging  that  the  $500  billion 
deficit  reduction  statement  that  was  made  earlier  was  not  true.  I 
don't  know  that  you  ever  made  it,  but  it  was  in  your  initial  press 
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releases  And  it  turns  out  that  that  really  is,  according  to  your  cor- 
recting of  it,  $325  billion. 

So  I  would  assume  that  with  that  little  correction  you  would  also 
correct  a  statement  that  this  is  the  largest  deficit  reduction  pack- 
age m  history.  I  think  we  would  all  acknowledge  that  the  summit 
conference  was  $500  billion  and  this  is  $325  billion.  So  on  that 
score,  it  is  surely  not  the  largest. 

I  hope  that  before  the  day  is  out  we  can  begin  to  understand  a 
few  of  the  philosophies  behind  your  proposal  for  the  President 

We  are  going  to  be  asked  as  Republicans  what  would  we  do  to 
cut  more.  And  I  am  sure  that  the  Washington  Post  editorial 
today— I  see  my  friend,  Bennett  Johnston,  already  had  it  out  in 
front  of  him,  so  maybe  I  will  share  a  few  thoughts  about  that  edi- 
torial right  up  front. 
Senator  Johnston.  Would  you  like  a  copy? 
Senator  Domenici.  I  have  read  it. 

Mr.  Chairman,  I  would  just  say,  for  starters,  for  those  who  are 
wondering  about  what  we  would  cut,  I  think  what  we  would  do  is 
say  don't  increase  spending  by  $129  billion,  which  is  what  the 
budget  plan  before  us  provides.  In  other  words,  you  have  added 
$129  billion,  almost  $130  billion,  in  new  spending.  And  I  under- 
stand you  choose  to  call  that  an  investment.  And,  frankly,  that  is 
an  interesting  issue.  What  is  an  investment  when  the  Government 
spends  money,  and  what  is  pure  and  simple  spending? 

But,  for  starters,  if  you  didn't  increase  the  $129  billion,  you 
would  have  a  pretty  good  deficit  reduction  package  going.  I  would 
like  you  to  comment  on  that  before  we  are  finished. 

During  your  confirmation  hearing,  you  testified  before  us  and 
said  that  you  hoped  the  package  would  be  $2  in  spending  cuts  for 
$1  in  new  taxes.  We  had  given  you,  I  think  through  your  staff,  our 
calculations  because  we  want  to  give  you  an  opportunity  to  look  at 
how  we  have  analyzed  it.  After  having  had  some  time  to  analyze 
the  plan,  we  now  have  come  down  firmly  with  some  numbers  that 
we  think  are  right.  We  think  this  package  is  about  44  cents  in  new 
cuts  on  the  expenditure  side  for  every  dollar  in  new  taxes. 

Frankly,  I  believe  that  is  the  case,  and  I  will  stop  my  opening 
remarks  here  so  you  will  understand  my  concern.  I  think  it  is  won- 
derful to  say  this  is  a  package  that  is  going  to  get  the  economy 
back  on  track.  But  many  of  us  wonder  if  increasing  that  many 
taxes  and  having  that  little  amount  of  cuts  will  cause  the  American 
economy  to  grow.  I  regret  to  tell  you  that  I  think  the  only  thing 
that  will  cause  an  increase  in  jobs  is  the  $129  billion  in  new  pro- 
grams that  you  are  going  to  spend  money  on.  That  is  a  pretty  ex- 
pensive way  to  create  jobs.  My  estimate  is  that  it  is  $55,000  a  job. 
Those  are  my  concerns.   I  hope  we  can  discuss  them  in  due 
course,  and  I  thank  the  chairman  for  giving  me  an  opportunity  to 
make  my  opening  remarks  and  you  for  your  generous  time  today. 
Chairman  Sasser.  Thank  you,  Senator  Domenici. 
[The  prepared  statement  of  Senator  Domenici  follows:] 

PREPARED  STATEMENT  OF  SENATOR  DOMENICI 

Mr.  Chairman  I  join  you  in  welcoming  our  friend  and  former  budget  Hill  warrior 
before  the  Committee  this  morning.  While  this  is  his  first  appearance  before  this 
Committee  in  his  new  capacity  as  OMB  Director,  he  is  of  course  no  stranger  to  all 
ot  us.  I  think  that  I  have  the  utmost  respect  for  his  knowledge  and  integrity.  Presi- 
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dent  Clinton  clearly  picked  the  best  person  in  him  and  Alice  Rivlin  to  run  his  Budg- 
et Office.  6 

I  know  Mr.  Director  that  you  had  a  somewhat  contentious  homecoming  yesterday 
from  your  Republican  friends  on  the  Committee  you  chaired  so  well  these  last  many 
years.  I  know  also  first  hand  from  the  many  conferences  we  have  been  in  over  the 
years,  that  you  are  a  tough  adversary  and  one  who  stand  your  ground.  We  all  re- 
spect that  character  in  you — it  may  be  your  Italian  upbringing. 

We  may  not  be  gentle  either  today  from  this  side  of  the  aisle,  but  I  want  it  to 
be  on  public  record  that  regardless  of  the  heat  of  the  battle— and  we  have  battle— 
you  have  my  utmost  admiration  and  respect.  It  is  because  of  you,  I  believe,  as  much 
as  anyone  in  the  new  Administration,  that  President  Clinton  has  maintained  his 
focus  on  long-term  deficit  reduction  as  one  of  his  first  important  priorities.  I  don't 
think  any  of  us  can  fully  appreciate  the  pressures  you  have  been  operating  under 
to  develop  an  entire  budget  in  less  than  just  four  weeks. 

It  may  be  an  understatement  Director  Panetta,  but  I  believe  you  know  that  Re- 
publicans are  not  enamored  with  President  Clinton's  budget  plan.  Not  because  of 
what  it  attempts  to  do — reduce  the  deficit  and  create  long-term  sustained  economic 
growth — we  agree.  But  we  disagree  in  the  way  it  sets  out  to  achieve  that  goal.  It 
may  very  well  be  that  a  political  decision  has  been  made  that  this  proposal  will  have 
to  be  adopted  without  any  Republican  support.  But  as  we  discussed  at  your  con- 
firmation hearing  here  in  the  Senate  a  few  weeks  ago,  I  remain  skeptical  that  a 
serious  deficit  reduction  package  can  be  adopted  on  a  partisan  basis,  particularly 
here  in  the  Senate. 

As  this  process  evolves  in  the  next  few  weeks  and  months,  we  will  have  an  oppor- 
tunity to  test  my  theory. 

Republicans  have  expressed  their  concerns  about  the  package.  You  know  what 
those  concerns  are — we  believe  there  are  far  too  many  taxes  in  relationship  to  the 
level  of  spending  reductions.  We  may  disagree  over  the  exact  number,  but  in  your 
confirmation  hearing  before  the  Senate  Governmental  Affairs  Committeee  a  couple 
of  weeks  ago,  I  believe  you  felt  that  a  ratio  of  spending  cuts  to  tax  increases  should 
approach  $2  in  cuts  to  $1  in  taxes. 

Shortly  after  you  came  to  OMB,  the  National  Governors  Association  met  and  that 
bipartisan  group  recommended  $2.70  worth  of  spending  cuts  to  $1  in  new  taxes.  In- 
deed, the  Governors  endorsed  essentially  a  long-term  deficit  reduction  package  that 
Senator  Nunn  and  I  developed  last  fall  that  called  for  a  similar  ratio  to  reduce  the 
deficit.  Obviously,  there  are  many  on  this  side  of  the  aisle  that  say  there  can  be 
absolutely  no  new  taxes  in  any  deficit  reduction  agreement. 

I  do  not  know  what  the  ratio  should  be,  but  I  submit  to  you  Mr.  Panetta,  that 
President  Clinton  surely  cannot  expect  any  Republican  support  for  a  package  that 
reverses  the  ratio  and  raises  more  taxes  than  it  cuts  in  spending.  Yesterday,  I  told 
our  good  friend  Secretary  Bentsen  that  I  thought  using  preliminary  information  we 
had  on  your  budget  that  that  ratio  was  $1  in  taxes  for  76  cents  in  cuts.  I  regret 
to  tell  you  that  now  that  the  staff  has  had  time  to  review  the  final  budget  details, 
that  ratio  is  closer  to  $1  in  taxes  for  only  44  cents  in  spending  cuts.  I  know  the 
staff  has  made  that  analysis  available  to  your  staff,  I  trust  that  if  my  staff  has  erred 
in  its  calculations  you  will  point  out  to  us  the  differences. 

I  will  have  some  questions — technical  in  nature — on  how  we  calculate  the  baseline 
from  which  we  make  all  these  estimates  of  cuts  or  revenue  increases  later  after  your 
testimony.  But  let  me  say  before  then,  that  just  because  we  may  have  some  tough 
questions  on  your  budget  plan  doesn't  necessarily  mean  we  have  any  less  respect 
for  you  or  the  fine  people  at  OMB  who  helped  put  the  numbers  together  for  you 
under  some  tremendous  time  constraints.  And  while  I  obviously  will  not  be  able  to 
support  the  budget  you  present  today,  I  still  have  a  real  interest  in  learning  from 
you  some  of  the  issues  involved  in  preparing  an  executive  budget  plan  and  how  that 
might  differ  from  preparing  a  congressional  budget  plan.  Who  knows  maybe  some- 
day another  former  Chairman  of  a  Budget  Committee  may  be  called  to  OMB  for 
service — Chairman  Sasser  and  I  want  to  be  prepared! 

Thank  you  Mr.  Chairman,  I  look  forward  to  the  Director's  testimony. 

Chairman  Sasser  We  have  good  attendance  today,  so  I  would 
suggest  we  go  directly  to  Director  Panetta's  testimony  and  then 
move  rapidly  into  the  questions  so  each  Senator  can  have  an  oppor- 
tunity to  have  a  good  round  of  questioning. 

Mr.  Panetta. 
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STATEMENT  OF  HON.  LEON  E.  PANETTA,  DIRECTOR,  OFFICE 
OF  MANAGEMENT  AND  BUDGET 

Mr.  Panetta.  Thank  you,  Mr.  Chairman  and  members  of  the 
Budget  Committee.  First  of  all,  what  I  would  like  to  do  is  insert 
my  statement  for  the  record,1  and  if  I  could,  just  summarize  some 
of  the  key  points  I  would  like  to  make  with  regard  to  this  budget 
presentation  and  the  economic  plan,  and  then  just  allow  you  to  pro- 
ceed with  your  questions. 

First  of  all,  it  is  good  to  be  here.  I  have  worked  with  yourself  and 
Senator  Domenici  and  Senator  Hollings  and  others  a  long  time  on 
various  budget  summits  and  budget  resolutions.  And  it  is  good  to 
be  back  in  this  capacity  because  I  continue  to  look  forward  to  work- 
ing with  you  in  trying  to  put  together  an  economic  plan  for  this 
country. 

As  you  may  know,  this  has  really  been  an  unprecedented  process. 
What  normally  takes  6  months  to  develop  in  terms  of  a  budget,  we 
have  been  struggling  to  put  together  over  less  than  a  3-  to  4-week 
period.  It  began  with  discussions  in  Little  Rock,  and  then  we 
moved  as  soon  as  we  were  sworn  officially  into  office  into  official 
briefings  with  the  President  and  did  what  we  do  on  the  Budget 
Committees  all  the  time,  which  is  basically  to  walk  members 
through  major  areas  of  the  budget. 

We  walked  through  defense,  through  non-defense,  through  enti- 
tlements, through  revenues,  basically  discussing  every  area  of  the 
budget,  looking  at  every  option  with  the  President  of  the  United 
States.  And  the  President  asked  questions  on  each  area,  got  an  un- 
derstanding of  what  the  major  issues  are  in  terms  of  trying  to  bal- 
ance one  area  against  the  other  as  you  try  to  put  together  a  budg- 
et. And  what  you  see  before  you  is  really  the  President's  mark  in 
terms  of  a  budget  proposal  and  an  economic  plan. 

There  were  times  when  it  was  hard  to  believe  that  we  sat  in  the 
Roosevelt  Room  with  the  President  of  the  United  States  doing  this. 
But  it  is  the  right  thing  to  do.  It  was  the  right  thing  to  do. 

The  President  has  to  understand  these  issues,  understand  the 
policies  that  are  involved,  and  the  programs  that  are  areas  that  he 
wants  to  invest  in  or  areas  that  need  to  be  cut  back  or  eliminated. 
And  that  is  exactly  the  process  we  went  through. 

I  think  as  a  consequence  what  you  see  here  are  the  principles  the 
President  deeply  believes  in  for  the  country,  and  what  the  election 
was  all  about. 

There  are  three  areas  that  this  economic  plan  tries  to  address, 
and  I  would  strongly  urge  that,  again,  members  ,on  both  sides  of 
the  aisle  need  to  focus  on  the  comprehensiveness  of  the  plan  that 
you  are  dealing  with  here,  that  the  President  has  presented  to  the 
Congress  and  the  Nation. 

This  is  not  just  a  plan  to  try  to  deal  with  the  deficit.  This  is  not 
just  a  plan  to  deal  with  investments.  This  is  not  just  a  plan  to  deal 
with  stimulus.  This  is  a  plan  to  deal  with  all  three  because  those 
are  the  problems  that  we  are  confronting. 

Let  me  just  refer,  if  I  can,  to  this  first  chart  which  indicates  the 
economic  problems  that  we  think  need  to  be  confronted  in  this  kind 
of  economic  plan.  So,  regardless  of  what  revisions  you  decide  to 

1  See  p.  167. 
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make  with  regard  to  this  plan,  please  keep  your  eye  on  these  prob- 
lems, because  this  is  what  we  are  dealing  with  in  terms  of  the 
economy. 

Obviously  the  first  concern  is  the  short-term  weakness  that  we 
have  in  the  economy.  We  still  have  a  very  anemic  economy  on  our 
hands.  We  have  got  some  fundamental  problems  in  the  economy 
that  we  are  dealing  with. 

Chairman  Sasser.  Excuse  me,  Mr.  Director.  Can  you  see  that 
chart,  Senator  Murray? 

Senator  Murray.  No. 

Chairman  Sasser.  Perhaps  you  could  take  it  back  just  a  little 
bit. 

Senator  Murray.  Thank  you. 

Chairman  Sasser.  How  about  you,  Senator  Gorton?  Can  you  see 
it  now? 

Senator  Gorton.  Fine. 

Chairman  Sasser.  Good. 

Mr.  Panetta.  Even  though  we  have  had  some  stronger  recovery 
indications  over  the  last  few  months — and  that  is  encouraging — 
even  the  Boeing  announcement  yesterday  tells  you  where  the  econ- 
omy is  going,  looking  at  28,000  additional  layoffs.  And  they  con- 
tinue to  hit. 

In  the  defense  area,  communities  are  just  now  really  being  hit 
by  defense  cuts,  even  though  they  were  announced  in  some  in- 
stances 1  year  or  2  years  ago.  The  best  example  of  that  is  in  my 
home  community  of  Monterey  that  I  represented  as  a  Congress- 
man. We  are  closing  Fort  Ord.  The  division  is  moving  from  Ford 
Ord.  But  that  hasn't  happened  yet  even  though  it  has  been  an- 
nounced. Those  troops  start  to  move  this  year,  and  that  obviously 
will  have  an  impact  on  the  community  this  year.  And  that  is  true 
in  a  lot  of  other  areas  as  well. 

We  still  have  a  tremendous  amount  of  debt,  at  the  household 
level,  at  the  corporate  level,  at  the  business  level.  We  have  got 
weak  financial  institutions.  You  know  the  problems  with  the  credit 
crunch  that  is  affecting  our  economy. 

We  have  still  an  overbuilt  commercial  real  estate  area.  If  you 
look  at  California,  our  real  estate  situation  in  California  is  in  deep 
trouble  at  the  present  time.  And  that  continues  to  be  a  problem  not 
only  in  California,  but  throughout  the  country. 

As  I  mentioned,  the  defense  downsizings,  the  corporate 
downsizings,  and  also  the  smaller  tax  refunds  that  people  are  going 
to  get  on  April  15  as  a  result  of  what  I  thought  was  a  gimmick  last 
year  in  terms  of  the  withholding  change.  So  people  are  going  to 
suddenly  find  themselves  having  to  confront  even  higher  taxes 
when  it  comes  to  April  15. 

So  all  of  those  factors  indicate  that  we  still  have  an  economy  that 
needs  some  help.  Now,  if  you  want  to  take  a  risk  on  the  economy 
and  basically  say,  oh,  well,  we  ought  to  just  sit  back  and  not  deal 
with  these  problems,  then  I  think  you  are  taking  the  same  risk 
that  George  Bush  took,  which  is  essentially  to  kind  of  cross  your 
fingers  and  hope  that  maybe  things  will  improve  by  themselves. 
We  have  seen  two  double  dips  since  1990  and  1991.  It  just  seems 
to  me  to  make  sense  to  ensure  we  don't  have  another  double  dip 
with  regard  to  our  economy. 
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I  have  been  very  skeptical.  Let  me  be  very  frank  with  all  of  you. 
I  have  been  very  skeptical  about  stimulus  packages.  I  saw  what 
happened  in  the  Jimmy  Carter  era  when  we  tried  to  do  a  stimulus 
and  it  took  a  couple  of  years  to  do  some  of  those  projects.  But  I  am 
convinced  that  if  we  can  move  a  quick  stimulus  into  the  economy, 
particularly  considering  the  situation  we  have  now,  that  this  does 
make  a  great  deal  of  sense,  and  that  we  cannot  take  the  risk — I 
guess  that  is  what  it  comes  down  to.  We  cannot  take  the  fun- 
damental risk  that  somehow  things  are  going  to  get  better  and  not 
do  anything  about  it. 

Second,  we  obviously  have  an  investment  deficit  in  this  country. 
All  of  you,  on  both  sides  of  the  aisle,  have  indicated  concerns  about 
where  we  target  investments  in  our  society.  There  isn't  anybody 
here  that  isn't  concerned  about  infrastructure.  Nobody  that  I  look 
at  here  on  this  panel  has  not  expressed  some  concern  about  infra- 
structure in  our  country  and  what  is  happening  to  our  highways 
and  our  roads  and  our  bridges. 

Second,  we  know  that  there  are  some  serious  problems  in  terms 
of  our  society  itself,  quality  of  education,  health  care,  problems  of 
children  falling  into  poverty,  not  being  sufficiently  immunized,  con- 
cerns about  whether  or  not  we  feed  pregnant  women  and  children. 
Those  are  concerns  that  we  all  share,  and  we  know  there  are  still 
some  very  real  problems  in  our  society  in  terms  of  the  investment 
deficit. 

When  I  was  chairman  of  the  Budget  Committee,  I  had  a  series 
of  CEO's  come  before  the  House  Budget  Committee.  I  think  they 
came  before  the  Senate  Budget  Committee,  if  I  am  not  mistaken. 
Those  CEO's  said, 

Please,  please  fully  fund  the  Head  Start  Program.  We  need  that.  We  need  to  have 
a  skilled  workforce.  We  need  to  have  a  trained  workforce.  So  please  put  some  invest- 
ment into  those  programs. 

It  wasn't  coming  from,  bleeding-heart  liberals.  It  was  coming 
from  tough-minded  CEO's  who  said  we  have  got  to  confront  these 
problems  in  our  society.  So  we  all  know  there  is  an  investment  def- 
icit. 

Third,  I  don't  have  to  explain  to  any  of  you  the  fiscal  deficit  prob- 
lems that  we  are  facing  and  the  fact  that  we  are  getting  eaten 
alive,  we  are  getting  eaten  alive  by  virtue  of  lost  resources  as  a  re- 
sult of  this  deficit. 

Let  me  also  say  something.  We  can't  afford  to  do  nothing.  We 
can't  afford  just  simply  to  do  year-to-year-to-year  budgeting.  We 
can't  afford  it  because  we  are  walking  towards  a  cliff,  very  frankly. 
This  country  is  walking  towards  a  cliff.  I  can't  tell  you  when  we 
are  going  to  reach  the  edge  of  that  cliff.  It  could  happen  tomorrow 
or  the  next  day  or  maybe  next  year  or  maybe  2  years.  But  if  we 
stay  on  the  path  we  are  on  now,  we  are  headed  towards  real  crisis. 
So  none  of  us — none  of  us — can  accept  the  status  quo.  We  have  got 
to  change  the  direction  of  this  country. 

Those  are  the  concerns.  The  plan  that  was  presented  by  the 
President  tries  to  address  each  of  those  areas.  Let  me  just  mention 
some  basic  points  about  the  plan  before  I  go  into  some  of  its  de- 
tails. 

First  of  all,  this  is  a  plan  that  is  comprehensive.  It  is  a  com- 
prehensive plan  to  address  all  of  the  problems  I  discussed,  the 
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short-term  problems  in  our  economy,  the  long-term  investment 
problems,  and  the  deficit  problem. 

Second,  it  is  fair.  One  of  the  problems  we  have  had  with  budgets 
in  the  past  that  have  been  submitted  is  that  they  are  fundamen- 
tally not  fair;  they  put  the  heaviest  burden  on  the  people  at  the 
bottom.  And  so  the  effort  here  has  been  to  try  to  be  fair  in  terms 
of  providing  not  only  public  investment  in  the  areas  that  we  think 
are  important,  but  also  to  try  to  stimulate  private  investment  as 
well.  Both. 

Second,  it  is  fair  in  the  sense  that  we  want  a  contribution  from 
everybody.  If  we  are  going  to  do  this  kind  of  effort,  we  have  got  to 
get  a  contribution  from  everybody.  You  can't  just  simply  say,  oh, 
we  are  going  to  exempt  this  group,  we  are  going  to  exempt  that 
group,  we  are  going  to  exempt  this  program,  or  we  are  going  to  ex- 
empt that  program.  You  can't  operate  that  way.  Everybody  has  got 
to  make  a  contribution,  and  that  is  what  we  tried  to  do. 

Now,  obviously  we  felt  that  we  ought  to  focus  first  and  foremost 
on  those  who  made  the  most  during  the  1980's  and  those  who  can 
afford  the  largest  share  in  terms  of  dealing  with  this.  And  that  is 
why  we  went  to  the  wealthy  in  this  country  for  70  percent  of  the 
contribution  on  the  tax  side.  I  think  that  is  fair,  and  I  think  the 
American  people  think  that  is  fair.  If  you  made  a  lot  of  money  dur- 
ing the  1980's  and  you  made  a  lot  of  profits,  then  it  is  time  to  give 
some  of  it  back  to  the  country. 

Listen,  that  is  what  my  parents  believed  in.  My  parents  basically 
said,  look,  if  you  work  hard  and  you  make  some  money,  you  give 
some  of  it  back,  not  only  to  your  kids  but  to  the  country.  There  is 
nothing  wrong  with  asking  the  wealthy  to  make  a  contribution  to 
this  effort. 

Second,  we  asked  Government  to  step  up  to  the  table  as  well, 
and  what  you  see  in  this  package  is  almost  a  $35  billion  contribu- 
tion by  Government:  tough  administrative  savings  that  the  Presi- 
dent has  already  ordered  into  place,  cuts  in  personnel,  freezes  in 
pay,  and  in  addition  to  that,  streamlining  in  Government,  some 
very  tough  streamlining  measures  to  require  the  Secretaries  to  con- 
solidate or  do  away  with  programs  that  don't  work. 

Then,  last,  everyone  else  in  some  way  makes  a  contribution  as 
well,  and  that  is  as  it  should  be. 

Third,  this  is  balanced.  It  is  balanced  in  terms  of  the  investments 
we  wanted  to  make  and  the  deficit  reduction  we  wanted  to  achieve. 
And  I  think  you  do  have  to  balance  those.  And  it  is  also  balanced 
with  regard  to  revenues  and  spending  cuts.  I  realize  that  there  is 
concern  and  a  debate  about  the  balance  in  the  first  few  years,  and 
I  acknowledge  that  in  the  first  few  years  it  is  heavier,  obviously  in 
terms  of  investment,  and  less  on  deficit  reduction  because  seeing 
the  kind  of  economy  we  have,  we  were  trying  to  basically  ratchet 
in  the  deficit  reduction.  And  to  a  large  extent,  you  can  look  at  the 
tables.  When  you  are  trying  to  get  savings  on  spending  programs, 
many  of  you  know  you  don't  immediately  get  the  savings.  That  was 
true  in  tne  budget  summit.  You  don't  immediately  stop  a  program. 
Even  if  you  terminate  a  program,  you  don't  immediately  stop  it.  It 
sometimes  takes  about  3  or  4  years  before  you  get  the  savings. 

That  is  essentially  what  is  happening  here,  that  the  spending  re- 
ductions come  in  largely  in  1995,  1996,  1997.  And  at  that  point, 
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you  basically  do  have  a  good  balance  between  spending  reductions 
and  revenue  increases.  So  look  at  it  in  the  4-year  path.  Don't  just 
pick  one  year;  pick  the  4-year  path. 

Last,  it  is  tough.  Senator  Domenici,  let  me  just  make  clear  so 
that  everybody  understands.  During  the  briefings  I  said  very  clear- 
ly we  have  achieved  close  to  $500  billion  in  terms  of  spending  sav- 
ings here,  as  well  as  revenue  increases.  And  I  said  very  clearly  two- 
thirds  of  that  goes  to  deficit  reduction  and  one-third  of  it  goes  to 
investments. 

Now,  I  can  add,  and  I  assume  everybody  else  can  add  and  sub- 
tract. That  was  the  statement  we  made,  and  it  is  in  the  press  pack- 
et that  we  gave  the  press.  So  there  wasn't  any  misleading  here.  We 
said  two  of  every  three  dollars  goes  to  deficit  reduction.  So  we  were 
very  clear  about  what  we  were  proposing  here.  We  are  looking  at 
$500  billion  in  terms  of  gross  deficit  reduction.  It  is  real.  We  get 
it  from  spending  savings  and  from  revenues.  We  take  two-thirds  of 
that  and  contribute  it  to  the  deficit,  and  we  take  one-third  and  pay 
for  the  investments.  That  goes  to  $700  billion  in  1998.  And  so  we, 
in  terms  of  the  deficit,  contribute  $500  billion  in  deficit  reduction, 
and  the  balance  goes  to  the  investments  we  made. 

We  expect  that  having  reached  a  $140  billion  deficit  reduction 
target,  which  is  the  President's  target  in  terms  of  deficit  reduction 
for  1997,  we  will  reduce  the  deficit  from  5.4  percent  of  deficit  to 
GDP  to  2.7  percent,  to  around  $200  billion. 

And  I  think  the  tough  choices  have  been  made.  As  always,  I  hear 
the  argument  we  need  more  on  spending  savings.  I  am  more  than 
willing  and  happy  to  listen  to  your  specific  proposals.  I  have  been 
through  this  enough  times  that  I  think  we  know  that  there  aren't 
a  hell  of  a  lot  of  choices  here. 

We  have  walked  through  each  part  of  the  budget.  On  defense,  we 
are  looking  at  almost  $76  billion  in  savings  in  defense  beyond 
President  Bush.  Now,  if  you  want  to  do  more  on  defense,  I  would 
like  to  hear  where  you  want  to  get  it. 

On  non-defense,  we  do  $50  billion  in  non-defense  savings  over 
that  period  of  time.  Now,  that  is  tough.  We  are  looking  at  areas 
where  we  think  the  programs  can  be  eliminated.  We  eliminate 
some  earmarking.  We  eliminate  some  of  the  demonstration  areas. 
We  also  go  after  some  very  tough  savings,  as  I  said,  on  Govern- 
ment. But  we  also  make  some  investments. 

George  Bush  made  some  investments,  too,  for  goodness  sakes.  He 
cared  about  the  WIC  Program.  He  cared  about  doing  something  on 
Head  Start.  So  you  have  got  to  balance  that  when  you  do  non-de- 
fense savings.  All  of  us  know  that. 

Third,  we  went  after  entitlements,  $76  billion  here  in  entitlement 
savings,  $115  billion  by  1998.  We  go  after  the  veterans  programs. 
We  go  after  agriculture.  We  go  after  medicare  in  terms  of  savings. 
We  go  after  the  wealthier  elderly  on  social  security  taxation. 

Now,  those  are  the  key  areas  in  the  entitlements.  If  you  want  to 
get  more  out  of  entitlements,  please  tell  me  where  to  go.  I  would 
be  happy  to  listen  to  those  proposals. 

Last,  on  revenues,  obviously  we  have  put  revenues  on  the  table. 
The  bulk  of  those  revenues  come  from  the  wealthiest  in  our  society. 
If  you  have  got  any  other  ideas  where  you  want  to  raise  some  reve- 
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nues,  let  me  know.  I  am  more  than  happy  to  put  them  in  this  pack- 
age. 

So  the  choices  have  been  made  here,  and  they  are  tough  choices. 
And  as  I  said,  I  think  the  ultimate  consequence  of  all  of  this  is  to 
try  to  provide  some  new  directions  for  this  country.  And  I  think 
that  is  what  the  November  election  was  all  about.  People  are  tired 
of  the  gridlock,  and  we  have  had  lots  of  gridlock. 

Republicans,  with  all  due  respect,  have  said  we  can't  raise  taxes, 
and  ultimately  what  has  happened,  even  during  the  1980's,  is  that 
we  have  increased  taxes  about  $1.2  trillion  in  a  number  of  areas. 
Democrats  have  said  we  can't  cut  spending,  but  the  fact  is  that 
non-defense  programs  have  gone  down. 

People  are  getting  double  messages.  People  are  getting  double 
messages,  and  it  is  time  to  be  straight  with  the  American  people 
about  what  can  or  cannot  be  done  with  regards  to  the  budget.  And 
so  I  ask  that  you  join  with  us  in  trying  to  provide  some  new  direc- 
tion and  that  we  target  where  we  can  try  to  achieve  some  revenues, 
where  we  need  to  make  some  investments,  and  where  we  can  re- 
duce the  deficit. 

Let  me  say  that  this  has  been  a  3-week  process,  as  I  indicated. 
I  would  have  welcomed  greater  consultation  with  members  on  all 
sides,  and  I  have  not  touched  all  of  the  bases  that  need  to  be 
touched  in  terms  of  consultation.  And  I  apologize  for  that.  Just  the 
mere  fact  that  you  have  got  to  put  together  a  budget  like  this  in 
a  time  frame,  trying  to  work  with  the  President  and  the  other 
members  of  the  NEC,  it  was  not  possible  to  be  able  to  consult  with 
all  of  you,  and  I  apologize  for  that. 

But  at  the  same  time,  I  ask  for  your  cooperation  now  because 
this  is  the  beginning  of  the  process;  it  is  not  the  end  of  the  process. 
And  so  I  am  more  than  happy  to  listen  to  your  proposals. 

But  let  me  just  suggest  that  we  set  a  few  ground  rules.  Number 
one,  you  ought  to  at  least  hit  the  same  ball  park  numbers  that  we 
are  dealing  with  in  this  economic  plan.  If  you  don't  like  the  invest- 
ments, tell  me  which  investments  you  don't  like  and  which  ones 
you  want  to  cut.  If  you  don't  like  what  we  have  done  in  terms  of 
spending  reductions,  then  tell  us  what  additional  spending  reduc- 
tions need  to  be  made.  But  let's  try  to  reach  the  same  numbers  in 
terms  of  the  overall  numbers  we  are  trying  to  reach  over  the  4-year 
and  5-year  period. 

Second,  please  be  real.  Don't  give  me  any  gimmicks.  I  have  seen 
all  the  gimmicks.  Don't  give  me  a  cap  because  that  doesn't  tell  you 
specifically  what  you  have  to  do.  Don't  give  me  across-the-board 
this  or  that.  I  have  seen  those  as  well.  Tell  me  specifically  what 
programs  you  want  to  cut,  the  same  way  we  have  laid  them  out 
in  this  book.  At  the  back  of  the  book,  we  have  laid  out  specific  pro- 
posals about  where  you  get  spending  savings.  That  is  what  I  want 
to  see.  Don't  give  me  any  gimmicks.  People  are  tired  of  that. 

If  you  do  that  in  specifics,  I  will  listen  and  try  to  work  with  you 
and  see  what  can  be  done  to  try  to  develop  a  proposal. 

In  the  end,  I  ask  for  your  cooperation  in  this  effort.  This  is  not 
going  to  be  easy.  I  am  not  going  to  spend  a  lot  of  time  going 
through  each  of  the  parts.  You  know  what  the  parts  are. 

The  stimulus  package  is  one  that  we  think  is  important.  It  is  a 
$30  billion  package.  It  tries  to  target  highway  construction,  CDBG, 
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as  well  as  provide  waste  water  money  and  summer  youth  money. 
We  think  that  is  the  fastest  vehicle  to  try  to  move  some  jobs  quick- 
ly into  our  economy.  We  think  that  is  necessary. 

The  long-term  investment  package  stresses  what  the  President 
has  indicated  during  the  campaign  he  wants  to  stress.  He  wants 
to  put  more  money  into  infrastructure,  into  highways,  into  environ- 
ment, into  rural  development,  technology.  Technology  gets  a  big  in- 
vestment here  because  we  want  to  get  on  the  cutting  edge  of  the 
future.  Defense  conversion  gets  some  funds  as  well  as  energy.  Life- 
long learning,  the  full  funding  of  WIC  and  Head  Start,  National 
Service,  those  are  commitments  that  the  President  has  made  to  the 
American  people  and  wants  to  stand  by. 

Rewarding  work,  the  EITC,  I  think  all  of  us  will  acknowledge,  is 
a  credit  that  can,  in  fact,  lift  people  out  of  poverty  if  they  are  work- 
ing. 

Health  care.  We  have  provided  almost  $26  billion  in  health  care, 
trying  to  fully  fund  Ryan  White  AIDS  Research,  women's  health, 
teen  pregnancy,  the  VA. 

Last,  on  private  sector  incentives,  there  are  a  large  number  of 
private  sector  incentives  here  that  involved  targeted  capital  gains 
as  well  as  a  permanent  small  business  tax  credit,  and  a  number 
of  other  provisions  that  try  to  assist  both  small  and  large  busi- 
nesses to  try  to  assist  them  in  investment. 

And  on  deficit  reduction,  as  I  have  said,  we  walked  through 
every  area.  I  am  not  going  to  cite  all  of  that.  I  just  would  refer  you 
to  page  121 1  and  look  at  all  of  the  tables.  Whether  it  is  defense 
or  non-defense  discretionary  spending  or  whether  it  is  entitlements, 
I  think  we  have  made  some  very  tough  decisions  on  specific  propos- 
als as  well  as  revenues. 

In  the  end,  Mr.  Chairman  and  members  of  this  committee,  I 
know  there  are  going  to  be  complaints  and  criticisms,  and  there  are 
going  to  be  all  kinds  of  concerns.  That  is  as  it  should  be.  Look,  this 
is  the  democratic  process.  We  have  suggested  and  the  President 
has  presented  to  the  Congress  and  to  the  country  a  comprehensive 
plan.  We  ought  to  debate  that  plan  openly.  But  let's  also  be 
straight  with  the  American  people  that  we  cannot  afford  to  do 
nothing.  We  cannot  afford  to  do  nothing. 

This  is  a  historic  moment,  and  the  responsibility  belongs  to  all 
of  us  to  try  to  confront  these  problems.  For  too  long,  there  have 
been  complaints  or  "read  my  lips"  excuses.  There  has  been  too 
much  partisanship.  There  has  been  too  much  gridlock.  And  so  I 
would  urge  all  of  us  to  try  to  work  together  to  act  on  behalf  of  the 
country's  interest. 

Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Well,  thank  you  very  much,  Mr.  Director. 

[The  prepared  statement  of  Mr.  Panetta  follows:] 

PREPARED  STATEMENT  OF  LEON  E.  PANETTA 

Mr.  Chairman,  it's  a  pleasure  to  be  here.  We  worked  well  together  for  4  years, 
and  I  am  confident  that  we  will  be  able  to  cooperate  in  helping  President  Clinton 
change  this  country  for  the  better. 


1  Report  "A  Vision  of  Change  for  America."  compiled  by  the  Office  of  Management  and  Budget 


168 

As  you  know,  the  program  you  have  before  you  is  not  a  complete  budget.  We  are 
aiming  to  publish  a  full  budget  on  March  23.  The  Clinton  administration  is  the  first 
new  Administration  ever  to  be  required  by  law  to  submit  a  complete  budget.  I  am 
sure  you  can  understand  the  difficulty  of  accomplishing  that  within  only  a  few 
weeks.  Nevertheless,  because  of  the  extraordinary  process  that  the  President  and 
members  of  his  economic  team  have  gone  through  over  the  past  several  weeks,  we 
have  provided  a  substantial  amount  of  specific  information  in  this  document, 
enough,  I  hope,  for  the  House  and  Senate  Budget  Committees  to  begin  its  work  on 
a  budget  resolution  for  fiscal  year  1994. 

We  hope  that  you  will  be  able  to  move  a  budget  resolution  and  follow  up  with 
a  reconciliation  bill  that  implements  the  key  elements  of  the  President's  long-term 
proposals.  In  addition,  we  are  hoping  that  the  Appropriations  Committees  will  move 
swiftly  on  the  economic  stimulus  that  is  a  part  of  the  economic  program. 

Mr.  Chairman,  we  entitled  this  document  A  Vision  of  Change  for  America.  That 
title  reflects  my  beliefs  about  what  the  American  people  want  from  us  here  in  Wash- 
ington. Americans  did  not  vote  last  November  for  the  status  quo.  They  voted  for 
change.  They  were  concerned  about  the  current  state  of  the  economy,  and  they  were 
concerned  about  our  country's  future,  about  the  legacy  we  will  provide  for  our  chil- 
dren. Those  concerns  are  alive  and  well,  and  with  good  reason. 

The  Legacy  We  Inherit 

First,  the  recovery  from  the  recession  has  been  weak  at  best.  While  we  have  seen 
some  positive  signs,  the  reality  is  that  the  recovery  has  been  accompanied  by  vir- 
tually no  growth  in  jobs.  The  unemployment  rate  is  still  higher  than  it  was  at  what 
economists  refer  to  as  the  trough  of  the  recession.  Twice  before  we  have  seen  the 
recovery  process  begin,  only  to  sputter  when  early  signs  of  growth  were  not  followed 
by  solid  gains  in  employment.  This  time,  we  must  be  absolutely  sure  that  the  recov- 
ery is  strong  and  durable  enough  to  put  Americans  back  to  work. 

But  America's  problems  are  deeper  than  a  temporary  lull  in  economic  activity. 
The  American  people  worry  about  the  future,  because  they  know  that  our  economy 
and  our  society  are  unprepared  for  the  challenges  that  face  us  and  our  children  in 
the  21st  century.  They  worry  what  kind  of  economic  opportunity  our  children  will 
have.  They  wonder  whether  the  next  generation  will  be  the  first  to  have  lower 
standards  of  living  than  the  one  that  preceded  it. 

The  fact  is,  to  raise  standards  of  living,  we  must  aim  for  better  jobs  at  higher 
wages.  We  must  add  to  our  economy's  capacity  to  create  a  better  life  for  all.  To  do 
that,  we  must  improve  the  productive  capacity  of  our  workers.  And  to  do  that,  we 
need  to  close  the  investment  deficit  in  our  economy,  the  lack  of  adequate  public  and 
private  investment  in  our  people,  our  infrastructure,  our  plant  and  equipment,  in 
research  and  development,  and  in  new  technologies  that  can  add  to  productivity. 

The  reality  is  that  the  United  States  devotes  a  smaller  fraction  of  gross  domestic 
product  to  business  investments  than  do  the  other  major  nations  with  whom  we 
compete  in  the  international  marketplace.  Likewise,  American  governments  at  all 
levels  have  been  spending  a  decreasing  share  of  our  total  resources  on  civilian  pub- 
lic investment — both  physical  investment  and  the  research  and  development  that 
underpins  future  growth.  We  have  underinvested  in  education  and  training  as  well. 

More  investment  is  vital  to  raising  the  growth  rate  of  productivity  and  boosting 
living  standards.  We  must  invest  more  in  business  capital,  in  public  infrastructure, 
and  in  the  skills  of  our  people.  Our  future  has  been  shortchanged  for  too  long.  We 
owe  it  to  our  children  to  change  course  now. 

Finally,  there  is  the  budget  deficit.  The  budget  deficit  is  a  major  culprit  in  the 
investment  deficit,  because  Federal  borrowing  drains  the  private  resources  needed 
to  invest  in  our  economy.  Likewise,  growing  annual  interest  payments  on  the  debt 
crowd  out  other  priorities.  You  all  know  the  numbers.  If  we  do  nothing  to  reduce 
deficits,  they  will  climb  well  over  $600  billion  over  the  next  10  years,  robbing  the 
resources  we  need  to  make  a  better  life  for  our  children. 

President  Clinton's  economic  program  seeks  to  respond  to  each  of  these  problems. 

Stimulus 

First,  the  President  is  proposing  a  $30  billion  stimulus  package  to  strengthen  and 

Erolong  the  economic  recovery.  The  focus  of  the  stimulus  package  is  on  creating  jobs 
y  placing  a  down  payment  in  the  current  fiscal  year  on  the  long-term  investments 
that  will  create  greater  economic  growth  in  the  future. 

We  are  asking  that  Congress  pass  the  stimulus  on  an  expedited  schedule.  We  be- 
lieve this  plan  will  produce  over  500,000  full  and  part-year  jobs  through  investments 
in  highways,  summer  youth  employment,  community  development,  natural  resource 
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protection,  summer  Head  Start,  the  WIC  Program,  youth  employment,  veterans  fa- 
cility upgrading  and  energy  conservation. 

Some  of  the  major  components  of  the  stimulus  proposal  are:  $3.0  billion  in  high- 
way investments;  $2.5  billion  in  Community  Development  Block  Grants;  $845  mil- 
lion in  wastewater  clean-up  initiatives;  $1.0  billion  in  summer  youth  employment 
and  training;  and  a  temporary  incremental  investment  tax  credit. 

The  spending  portion  of  the  stimulus  package  will  be  within  the  overall  discre- 
tionary spending  totals  for  fiscal  year  1993  agreed  to  in  the  1990  Budget  Agreement. 
It  is  a  fiscally  responsible  measure  that  can  help  ensure  a  strong  recovery. 

Long-Term  Investments 

The  second  component  of  the  President's  program  is  a  4-year  plan  of  carefully  tar- 
geted public  investments  in  economic  growth  and  jobs.  The  plan  provides  $160  bil- 
lion over  4  years  of  investments  that  focus  on  rebuilding  America  through  invest- 
ments in  infrastructure,  energy  and  the  environment,  and  housing;  improving  edu- 
cation and  encouraging  job  training  to  enhance  the  current  and  future  productivity 
of  our  people;  rewarding  work  by  taking  working  families  out  of  poverty;  improving 
health  care  and  research;  and  providing  incentives  to  the  nation's  businesses  to  in- 
vest in  technology  and  improved  productivity  of  people,  plants  and  equipment. 

Following  are  highlights  of  the  additional  investments  proposed  through  fiscal 
year  1997: 

Rebuild  America. — The  Administration  plan  includes  $18.6  billion  by  fiscal  year 
1997,  $48  billion  over  4  years,  for  initiatives  to  restore  the  nation's  infrastructure, 
environment,  housing  stock,  and  technology  base. 

•  Transportation — The  Administration  proposes  $3.0  billion  in  fiscal  year  1997, 
$8.4  billion  over  4  years,  for  initiatives  that  include  full  funding  of  the  Inter- 
modal  Surface  Transportation  Efficiency  Act  and  investments  in  mass  transit, 
high  speed  rail,  and  airport  improvements. 

•  Technology — The  Administration  proposes  $6.1  billion  in  fiscal  year  1997, 
$17.0  billion  over  4  years  for  a  number  of  investments  including  the  National 
Science  Foundation,  science,  engineering  and  technology  grants,  high  perform- 
ance computing,  and  extension  of  the  research  and  development  tax  credit. 

•  Environment — The  Administration  proposes  $3.5  billion  in  fiscal  year  1997, 
$8.0  billion  over  4  years,  including  $4.5  billion  for  clean  water  and  increases  for 
environmental  technology,  weatherization  grants,  forestry  research,  and  natural 
resource  protection. 

•  Energy — The  proposal  provides  over  $1.3  billion  in  fiscal  year  1997,  $3.0  bil- 
lion over  4  years,  for  such  items  as  energy  conservation  and  renewable  energy 
programs,  fusion  research  and  more  energy  efficient  Federal  buildings. 

•  Housing  and  Community  Development — The  Administration  proposes  $3.1  bil- 
lion in  fiscal  year  1997,  $9.6  billion  over  4  years  in  Community  Development 
Block  Grants,  enterprise  zones,  assisted  housing,  and  extension  of  the  low-in- 
come housing  tax  credit. 

•  Rural  Development — Investments  include  $620  million  in  fiscal  year  1997, 
$1.5  billion  over  4  years,  in  priorities  such  as  water  and  waste  loans  and  grants 
and  community  and  business  development  for  rural  areas. 

Lifelong  Learning. — The  Administration  proposes  $15.7  billion  in  fiscal  year 
1997,  $37.8  billion  over  4  years  for  programs  to  educate  and  train  our  people  from 
early  childhood  through  adulthood.  Included  are  defense  conversion  measures.  The 
following  increases  are  for  fiscal  year  1997: 

•  National  Service — $3.0  billion 

•  WIC:  full  funding  by  fiscal  year  1996— $984  million 

•  Head  Start:  full  funding  by  fiscal  year  1999— $3.7  billion 

•  Education  reform  and  initiatives — $3.2  billion 

•  Worker  training — $4. 1  billion 

•  Youth  Apprenticeship — $500  million 

•  Parenting  and  Family  Support — $495  million 

Rewarding  Work. — The  Administration  proposes  7.5  billion  in  fiscal  year  1997, 
$25  billion  over  4  years,  to  remove  disincentives  for  work,  protect  those  who  are 
temporarily  unemployed  and  secure  safer  communities.  These  include  an  expanded 
Earned  Income  Tax  Credit,  the  extension  of  emergency  unemployment  compensation 
benefits,  and  a  crime  initiative. 
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Health  Care.— The  plan  provides  $9.4  billion  in  fiscal  year  1997,  $26  billion  over 
4  years,  for  improving  public  health  programs  to  help  families  and  make  our  work- 
ers more  productive,  including  the  following  fiscal  year  1997  investments: 

•  AIDS,  women's  health,  and  other  public  health  initiatives — $3.4  billion 

•  AIDS— Ryan  White  Act  full  funding— $394  million 

•  Drug  and  substance  abuse  prevention  and  treatment — $800  million 

•  Nutrition  assistance  and  USDA  food  safety  initiative — $102  million 

•  Improving  social  security  disability  insurance  processing — $200  million 

•  VA  Medical  Care — $1  billion 

Private  Sector  Incentives. — The  plan  provides  $3.0  billion  in  fiscal  year  1997, 
$24  billion  over  4  years,  for  carefully  targeted  incentives  and  initiatives  to  encour- 
age investments  that  provide  technology  gains  and  improve  productivity  of  plants, 
equipment,  and  people,  including: 

•  a  targeted  capital  gains  provision 

•  alternative  minimum  tax  relief  for  corporations 

•  a  permanent  small  business  investment  tax  credit 

•  real  estate  investment  incentives 

Deficit  Reduction 

Finally,  the  President  is  proposing  the  largest  deficit  reduction  package  in  history. 
The  gross  deficit  reduction  measures  in  this  package — the  total  spending  cuts  and 
tax  increases  before  investments  are  subtracted — are  almost  $500  billion  over  4 
years  and  over  $700  billion  over  5  years.  The  plan  achieves  $140  billion  of  net  deficit 
reduction  in  fiscal  year  1997  and  reduces  the  deficit  as  a  percent  of  GDP  from  5.4% 
of  GDP  in  fiscal  year  1993  to  2.7%  of  GDP  in  fiscal  year  1997. 

Over  4  years,  two-thirds  of  the  gross  deficit  reduction  in  the  plan  goes  to  deficit 
reduction,  one-third  to  incentives. 

This  plan  is  fair,  it  is  balanced,  it  is  credible,  and  it  is  real.  There  are  no  account- 
ing gimmicks.  There  are  no  rosy  scenarios.  Indeed,  we  have  used  the  very  conserv- 
ative economic  estimates  of  the  Congressional  Budget  Office.  There  aren't  any  caps 
that  pretend  to  cut  spending  but  actually  leave  decisions  for  another  day.  All  we 
did  was  cut  spending  in  at  least  150  ways,  and  raise  revenues.  It's  all  there  in  black 
and  white,  nothing  phony,  no  smoke  and  mirrors. 

And  we  will  propose  to  enforce  the  deficit  reduction  by  an  extention  of  the  Budget 
Enforcement  Act,  with  continued  caps  on  discretionary  spending,  "pay-as-you-go"  re- 
quirements, and  sequesters. 

The  plan  would  reduce  Federal  spending  by  $247  billion  over  4  years,  including 
defense  savings  of  $76  billion,  non-defense  discretionary  spending  cuts  of  $54  billion, 
and  entitlement  reductions  of  $91  billion,  along  with  savings  in  interest  on  the  debt. 
In  addition,  revenues  are  increased  by  $246  billion  over  4  years. 

In  the  fourth  year  of  the  plan,  spending  savings  far  exceed  revenues,  and  that 
trend  would  continue  into  the  out-years. 

The  spending  savings  in  the  President's  plan  are  in  six  general  categories:  pro- 
grams that  don't  work  or  are  no  longer  needed;  eliminating  subsidies  and  wasteful 
programs  and  charging  fees  for  government  services;  managing  government  for  cost- 
effectiveness  and  results;  controlling  health  care  cost;  adjusting  defense  spending  to 
new  post-cold  war  realities;  and  asking  for  shared  contribution  from  all  Americans. 

Please  note  that  the  President  has  gone  first  to  government  to  reduce  costs  in  an 
effort  to  reduce  the  deficit.  He  has  ordered  cutbacks  in  the  White  House  staff  and 
throughout  the  government.  He  feels  strongly  that  if  he  is  going  to  ask  the  Amer- 
ican people  to  change,  government  must  lead  the  way. 

In  addition,  the  plan  provides  for  additional  revenues,  primarily  by  ensuring  that 
the  wealthy  and  corporations  pay  their  fair  share.  The  plan  also  includes  a  BTU- 
based  energy  tax,  which  will  not  only  raise  revenues  to  reduce  the  deficit  but  also 
have  a  positive  impact  on  the  environment,  while  encouraging  energy  conservation 
and  independence 

Clearly,  after  requiring  government  to  do  its  share  and  asking  the  wealthy  to  do 
their  share,  the  President  is  asking  most  American  people  to  make  a  contribution 
as  well.  We  are  counting  on  all  Americans  to  support  us  in  our  efforts  to  make  a 
better  life  for  our  children. 

Few  of  these  choices  were  easy.  But  this  President  is  determined  to  talk  straight 
to  the  American  people  about  our  problems. 
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I  want  to  ask  you — when  was  the  last  time  a  President  talked  straight  to  the 
American  people  about  the  budget?  When  was  the  last  time  a  President  was  willing 
to  take  on  the  tough  decisions  in  every  area  of  the  budget,  not  just  one  or  two. 

I  have  sat  in  budget  summit  after  budget  summit.  And  you  all  know  the  routine. 
One  side  comes  into  the  summit  willing  to  make  a  few  domestic  spending  cuts  but 
unwilling  to  reduce  defense  spending  or  tax  the  wealthy.  The  other  side  comes  to 
the  table  willing  to  cut  defense  and  tax  the  wealthy,  but  unwilling  to  take  on  domes- 
tic spending. 

No  matter  how  you  may  feel  about  individual  components  of  this  budget,  you  all 
have  to  concede  that  this  President  has  tossed  aside  the  old  way  of  doing  things. 
He  has  come  forward  with  real  spending  cuts  in  both  domestic  discretionary  spend- 
ing and  entitlements,  as  well  as  defense.  He  has  also  come  forward  with  proposals 
for  increased  revenues,  with  a  plan  that  would  collect  some  two-thirds  of  the  in- 
crease from  the  wealthiest  in  our  society.  But  he  has  had  the  courage — and  the  lead- 
ership— to  ask  all  Americans  to  make  a  contributiion. 

This  President  will  not  run  away  from  the  tough  choices.  For  the  sake  of  our  chil- 
dren, for  the  sake  of  jobs  and  long-term  growth  and  higher  standards  of  living  for 
our  people,  I  hope  you  will  join  us  in  making  this  unprecedented  commitment  to 
long-term  investment  in  our  economy. 

I  have  a  feeling  I'm  going  to  hear  a  lot  of  complaints  this  morning  about  this 
spending  cut  or  that  tax  increase.  I  welcome  suggestions.  You  and  I  know  as  well 
as  anyone  that  this  is  the  beginning  of  the  budget  process,  not  the  end. 

But  if  there  is  a  spending  cut  in  this  package  that  you  would  like  to  replace,  or 
a  tax  increase  you'd  like  to  delete,  please  tell  me  how  you  are  going  to  replace  it. 
And  please  be  specific — no  artificial  spending  caps,  no  gimmicks,  no  assuming  that 
tax  cuts  will  reduce  the  deficit.  Just  keep  it  straight,  and  we'll  be  ready  to  work 
with  you. 

If  the  Congress  enacts  this  plan,  the  results  will  be  dramatic.  But  the  reality  is 
that  deficits  will  begin  to  climb  back  up  toward  the  end  of  the  decade.  The  primary 
reason  is  skyrocketing  health  care  costs.  As  a  government  and  as  a  society,  we  must 
reform  health  care  to  ensure  quality,  affordable  care  for  all  Americans.  Health  care 
costs  threaten  the  security  of  families,  businesses,  and  government  alike.  We  must 
act  to  control  health  care  costs  if  we  hope  to  control  deficits  in  the  long  term. 

The  President  will  propose  major  health  care  reforms  within  the  next  few  months. 
Those  reforms  willl  be  a  major  piece  of  the  deficit  puzzle  in  the  long  term. 

Mr.  Chairman  and  members  of  the  Committee,  in  a  formal  sense  we  are  former 
colleagues.  But  we  remain  colleagues  in  the  sense  that  we  bear  the  same  respon- 
sibility to  work  together  on  behalf  of  the  American  people.  I  believe  we  all  share 
the  vision  of  a  better  fife  and  higher  standards  of  living  for  our  children,  that  we 
want  to  strengthen  the  economy  today  to  ensure  a  strong  recovery  that  provides  jobs 
for  our  people,  that  we  want  to  reduce  budget  deficits  and  their  impact  on  our  long- 
term  economic  prospects. 

We  are  asking  the  nation  to  change.  The  permanent  cost  of  not  changing  is  far 
greater  than  the  temporary  contribution  we  ask  of  all  Americans.  I  ask  you  to  join 
me  in  working  with  President  Clinton  to  achieve  this  vision  of  change  for  our  coun- 
try. 

Chairman  Sasser.  I  am  going  to  be  brief  in  my  questioning  today 
because  I  want  to  give  the  other  members  ample  time. 

Just  to  be  sure  that  we  have  totally  cleared  up  any  confusion, 
there  was  some  confusion  in  the  media  yesterday,  as  I  understand 
it,  about  the  total  amount  of  deficit  reduction. 

Now,  your  net  deficit  reduction,  net  deficit  reduction  over  5 
years,  is  $473  billion,  as  I  understand  it.  Is  that  correct,  Mr.  Direc- 
tor? 

Mr.  Panetta.  That  is  correct. 

Senator  Domenici.  What,  Mr.  Chairman? 

Chairman  Sasser.  $473  billion  in  net  deficit  reduction  over  5 
years. 

Senator  Exon.  From  what  figure,  Mr.  Chairman,  are  we  talking 
about? 

Chairman  Sasser.  Well,  now,  you  are  going  to  get  your  oppor- 
tunity to  question. 
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Mr.  Panetta.  I  don't  know  if  you  have  the  book.  On  page  22  of 
the  document,  "A  Vision  of  Change  for  America,"  if  you  look  at  the 
last  column,  1994-98,  which  is  the  5-year  period,  on  the  budget. 

Chairman  Sasser.  Right. 

Mr.  Panetta.  The  gross  deficit  reduction  there,  the  combination 
of  spending  savings  plus  revenues  gives  you  $704  billion  in  terms 
of  gross  deficit  reduction. 

The  stimulus,  if  you  add  up  all  of  the  stimulus  in  the  first  few 
years,  is  $9  billion.  The  investment  outlays  are  $144  billion.  The 
tax  incentives  are  about  $77  billion.  So  that  comes  to  $231  billion. 
You  subtract  that  from  the  $704  billion.  That  gets  you  your  net  def- 
icit reduction  of  $473. 

Chairman  Sasser.  Now,  as  I  understand  it,  inside  your  gross  def- 
icit reduction  figure  is  $375  billion  in  spending  cuts  over  5  years. 
Is  that  correct? 

Mr.  Panetta.  That  is  correct.  Obviously  on  social  security,  you 
know,  I  understand  that  there  are  those  that  would  like  to  say 
that — generally  we  have  always  said  that  when  you  do  benefit  cuts 
on  entitlements,  if  we  were  to  have  done  a  COLA  reduction,  for  ex- 
ample, on  retirees,  that  would  have  been  counted  as  a  spending 
savings.  But  I  don't  care  where  you  put  social  security.  We  have 
listed  it  here  on  the  spending  side,  but  with  that  exception,  you  are 
correct.  We  are  looking  at  that  number  for  spending  savings. 

Chairman  Sasser.  Now,  do  you  anticipate  that  you  are  going  to 
have  an  opportunity,  or  can  we  get  further  deficit  reduction  from 
the  adoption  of  a  health  care  reform  plan  later  this  year?  The 
President  said  we  are  going  to  get  one.  Do  you  anticipate  that  we 
can  experience  some  deficit  reduction  from  that  or  not?  Or  is  it  too 
early  to  say? 

Mr.  Panetta.  Mr.  Chairman,  I  would  have  to  say,  frankly,  that 
it  is  too  early  to  say  at  this  point.  There  are  some,  some  advisers 
and  some  people  in  the  health  care  area,  that  honestly  believe  that 
comprehensive  health  care  reform  will  produce  enough  savings  not 
only  to  cover  the  expansion  of  health  care  to  people  caught  in  the 
gap  as  well  as  trying  to  provide  universal  coverage,  but  also  deficit 
reduction  as  well. 

I  have  to  tell  you  that  I  don't  particularly  share  that  view.  I 
think  that  whatever  savings  are  going  to  be  produced  in  health 
care  reform  are  probably  largely  going  to  have  to  be  committed  to 
the  expansion  and  the  coverage  of  health  care  itself  so  that  we,  in 
fact,  can  bring  health  care  to  Americans  in  this  country. 

But  that  remains  to  be  seen.  It  is  the  structure  of  the  health  care 
reform  proposal  that  will  tell  us  whether  or  not  there  are  any  addi- 
tional savings.  It  is  for  that  reason  that  we  included  the  medicare 
savings  here  in  this  proposal,  because  it  was  our  view  that  under 
any  circumstances  there  are  legitimate  cost  controls  in  medicare 
that  can  be  achieved  and  that  should  be  achieved;  and,  second,  that 
even  in  the  health  care  reform  proposal,  it  is  not  like  that  there 
are  going  to  be  major  revisions  in  the  Medicare  Program  in  terms 
of  servicing  the  elderly. 

So  it  is  for  those  reasons  that  we  basically  include  the  medicare 
sayings  in  this  proposal  as  a  down  payment,  really,  on  where  we 
might  go  on  health  care  reform  in  the  future. 


173 

Chairman  Sasser.  Now,  there  are  many  who  have  said  over  the 
past  few  days  that  there  are  not  enough  spending  cuts  in  this  pro- 
posal that  you  and  the  President  have  advanced,  that  they  would 
be  more  supportive  of  it  if  there  were  more  spending  cuts  and  less 
revenue  increases. 

Now,  if  Congress  wants  to  cut  more  spending — and,  by  the  way, 
I  have  got  some  spending-cut  proposals  that  I  am  going  to  advance. 
I  still  think  that  spending  $1.4  trillion,  or  an  amount  in  that  neigh- 
borhood, over  5  years  for  the  military  is  totally  unwarranted  here 
when  the  cold  war  is  over.  Some  of  our  colleagues  don't  seem  to  be- 
lieve that  spending  money  on  the  military  is  spending  money,  but 
I  do.  I  think  we  can  make  some  radical  savings  there  that  we  are 
not  realizing. 

So  I  am  going  to  propose  probably,  Mr.  Director,  some  more 
spending  cuts  there,  and  also  some  more  spending  cuts  in  two  or 
three  other  areas. 

But  my  question  to  you  is:  For  those  of  our  colleagues  who  want 
more  spending  cuts,  are  there  any  areas  of  the  budget  that  you 
might  suggest  that  they  look  for  additional  spending  cuts? 

Mr.  Panetta.  Well,  that  is  one  of  the  reasons  I  guess  I  am  anx- 
ious to  hear  the  proposals,  because  as  you  all  know,  whether  you 
are  going  through  the  CBO  list  or  whether  you  are  going  through 
past  proposals  of  one  kind  or  another,  there  is  kind  of  a  limited  list 
of  areas  that  you  can  look  at. 

Obviously,  you  have  to  go  where  the  money  is  if  you  want  to  get 
the  kind  of  significant  savings  that  have  to  be  achieved.  And  you 
can't  do  it  simply  by  nickel-diming  a  lot  of  programs.  Obviously 
those  add  up,  and  I  am  not  saying  that  you  shouldn't  try  to  achieve 
those  savings.  We  try  to  do  that,  obviously,  in  a  number  of  specific 
proposals  to  try  to  achieve  some  savings. 

But  the  large  areas  are  obviously  defense.  Can  you  get  additional 
savings  out  of  defense?  What  we  have  proposed  here,  as  I  said,  is 
about  $76  billion  beyond  President  Bush.  It  would  take  us  down  to 
a  budget  authority  level  in  defense  spending  of  almost  $250  billion 
within  4  years.  That  is  a  significant  reduction  on  top  of  the  Bush 
proposals  on  defense. 

I  might  also  add  that  we  still  have  some  concern  about  whether 
the  Bush  savings  have,  in  fact,  been  achieved,  because  particularly 
in  an  area  like  defense  management  savings,  which  was  indicated 
as  a  savings  area  under  the  Cheney  administration  at  DOD,  the 
problem  we  have  is  that  we  don't  think  those  savings  have  been 
fully  achieved. 

What  we  have  committed  here  is  the  fact  that  if  those  savings 
have  not  been  achieved,  we  will  achieve  them.  So  about  $5  billion 
of  that  comes  out  of  that  number. 

Non-defense,  as  I  said,  has  been  an  area  that  has  been  affected 
during  the  1980's.  I  am  sure  there  are  some  that  would  like  to  re- 
duce non-defense  even  further.  But  I  have  to  tell  you  very  frankly, 
if  you  want  to  go  to  the  big  numbers  in  non-defense,  it  means  can- 
celing the  space  station,  canceling  the  superconducting 
supercollider,  and  probably  going  after  a  lot  of  demonstration 
projects  that  people  have  put  into  non-defense.  That  is  where  you 
nave  to  go.  Even  then,  you  are  not  going  to  get  a  lot  of  large  num- 
bers on  top  of  what  we  have  proposed  here. 
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On  entitlements,  you  know  where  the  numbers  are  in  entitle- 
ments. Fifty  percent  of  entitlements  are  in  retirement  programs, 
including  social  security.  Fifty  percent  of  the  entitlements,  civii 
service,  military  retirement,  social  security,  50  percent.  Thirty  per- 
cent is  health  care.  That  is,  80  percent  of  the  entitlements  are  in 
two  areas:  retirees  and  health  care.  The  rest  are  veterans  pro- 
grams, agriculture  programs,  and  programs  serving  the  poor,  like 
AFDC  and  food  stamps. 

So  what  we  have  done  here,  as  I  have  said,  is  we  have  cut  veter- 
ans programs,  we  have  cut  agriculture  programs,  gotten  savings 
there,  and  we  have  cut  health  care  in  the  medicare  area,  which  is 
one  of  the  larger  programs,  obviously,  that  we  control. 

The  one  area  you  want  to  go  to  if  you  want  to  get  significant  sav- 
ings is  retirees,  and  that  takes  you  to  the  issue  of  do  you  want  to 
do  anything  about  cost-of-living  indexing.  And,  obviously,  that  is  a 
very  explosive  issue  in  terms  of  the  Congress,  and  particularly  the 
Senate.  But  I  would  be  happy  to  consider  recommendations  if  you 
have  some  to  suggest. 

Chairman  Sasser.  I  am  not  going  to  recommend  that  you  deal 
with  those  cost-of-living  adjustments  for  social  security,  Mr.  Direc- 
tor. 

Mr.  Panetta.  I  didn't  think  so. 

Chairman  Sasser.  I  applaud  the  way  you  handle  them  in  this 
budget. 

Senator  Domenici? 

Senator  DOMENICI.  Mr.  Chairman,  we  are  going  to  questions 
now? 

Chairman  Sasser.  Yes. 

Senator  Domenici.  I  am  going  to  ask  Senator  Nickles,  who  was 
here  first,  to  go  ahead  and  ask.  I  will  take  my  turn  in  due  course. 

Chairman  Sasser.  All  right. 

Senator  Nickles.  Mr.  Chairman,  thank  you  very  much,  and,  Di- 
rector Panetta,  welcome. 

I  am  troubled  by  a  lot  of  the  things  that  are  in  this  budget  and 
some  of  the  things  that  were  mentioned  by  Chairman  Sasser  in  his 
opening  remarks. 

First  of  all,  I  heard  you  say, 

Don't  hand  me  caps. 

One  of  the  things  that  really  bothers  me,  in  this  initial  package, 
is  that  the  Administration  decided  to  go  off  the  higher  baseline 
without  caps,  thereby  increasing  spending  by — my  figure  said  $101 
billion,  and  I  have  seen  others  as  high  as  $123  billion.  But  you 
have  taken  the  caps  off,  and  that  was  part  of  the  1990  budget  pack- 
age, part  of  the  package  that  you  negotiated,  part  of  the  real  sav- 
ings. 

If  you  might  remember,  out  of  the  1990  budget  package,  when 
many  people  said  it  was  going  to  save  $500  billion,  it,  like  this 
package,  has  most  of  the  savings  in  the  out-years.  One  of  the  rea- 
sons why  it  would  have  some  savings  is  that  it  had  caps.  Why  in 
the  world  would  the  Administration  take  those  caps  off?  So  they 
would  have  another  $101  to  $123  billion  to  spend  over  the  next  4 
or  5  years? 
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Mr.  Panetta.  Well,  Senator,  I  wouldn't  get  too  worked  up  about 
that.  OMB  and  CBO  have  generally  operated  off  the  uncapped 
baselines  because  they  have  never  assumed  that  savings  that  have 
been  put  in  even  with  caps  in  the  future  were  necessarily  going  to 
be  achieved.  And  so  the  more  conservative  approach  is  to  say  we 
are  going  to  operate  off  an  uncapped  baseline. 

Now,  I  guess  what  I  would  say  to  you  is  whether  you  use  a 
capped  baseline  or  an  uncapped  baseline,  as  long  as  you  can  get 
to  the  numbers  that  we  have  here,  if  you  can  bring  the  deficit  down 
to  about  $200  billion  by  1997,  then  we  will  work  with  you. 

Senator  NlCKLES.  Mr.  Director,  I  differ  with  you.  One,  I  under- 
stand the  package  to  say  that  those  caps  were  there,  and  you  all 
are  just  taking  it  away.  That  is  approximately  $100  billion.  Really, 
in  effect,  what  you  are  doing  is  saying  we  are  going  to  move  the 
target  up  so  we  can  claim  greater  spending  and  we  are  going  to 
take  credit  for  basically  saving  that  money,  when  you  haven't  saved 
a  thing.  You  are  marking  the  price.  As  Senator  Grassley  said,  it 
is  like  somebody  going  in  to  buy  something,  and  they  have  been 
told  that  they  have  been  given  a  discount  so  they  feel  like  they  are 
saving  money.  But  they  didn't  know  that  the  store  owner  just  in- 
creased the  price  100  percent  before  they  came  in. 

Mr.  Panetta.  Senator,  I  will  tell  you  what.  If  you  can  give  me 
$76  billion  in  savings  on  defense  spending,  $50  billion  on  non-de- 
fense spending,  $76  billion  on  entitlement  savings,  $21  billion  out 
of  social  security,  I  will  take  that  off  of  any  baseline  you  want  to 
give  me. 

Senator  Nickles.  Well,  let's  get  back  to  the  fee.  Let's  look  at 
1993,  and  see  what  we  have.  Under  your  budget,  you  increase  the 
deficit  in  1993  by  $13  billion,  but  you  also  increase  the  baseline  by 
$9  billion.  So  really  there  is  an  increase  in  deficit  of  $22  billion 
over  existing  law.  That  cap  is  law.  That  is  existing  law  that  you 
are  saying  change. 

Mr.  Panetta.  Senator,  we  stay  within  the  cap  for  1993. 

Senator  Nickles.  No,  I  don't  believe  you  do. 

Mr.  Panetta.  Yes,  we  do,  because  even  with  the  stimulus  pack- 
age, it  is  $16.2  billion  on  budget  authority.  That  was  the  surplus 
we  achieved  last  year  as  a  result  of  defense  savings.  So  even  with 
a  stimulus  package  of  $16.2  billion,  we  stay  within  the  cap. 

Senator  Nickles.  Mr.  Director,  we  need  to  get  this  figured  out, 
and  I  don't  want  to  spend  all  my  time  on  this  one  issue. 

Mr.  Panetta.  I  am  happy  to  work  with  you  on  that,  but  let  me 
make  it  very  clear.  Our  intention  for  1993  is  to  stay  within  the  cap. 

Senator  Nickles.  The  cap,  CBO  cap  for  1993  is  310  baseline,  and 
you  start  out  with  319,  which  increases  it  $9  billion.  Then  you  add 
your  stimulus  package  to  it. 

Mr.  Panetta.  I  am  not  sure  where  you  are  getting  your  numbers, 
but  let  me  assure  you  that  for  the  stimulus  package  that  we  have 
designed,  the  stimulus  budget  authority  is  $16  billion,  and  that  is 
basically  aimed  at  the  surplus  above  the  levels  that  we  had  last 
year,  largely  in  defense  savings.  So  we  are  basically  staying  below 
the  cap  established  by  the  budget  agreement.  Let's  understand 
that. 

Senator  Domenici.  Senator,  would  you  yield  for  one  second? 
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Senator  NlCKLES.  I  would  be  happy,  but  this  is  important.  $9  bil- 
lion for  1993,  but  it  is  also  $123  billion  for  the  other  years,  and  it 
is  the  base  from  which  we  are  starting.  I  think  it  is  important  that 
we  be  starting  from  the  right  figures.  And  you  have  chosen  the 
higher  figures.  Senator  Domenici? 

Senator  Domenici.  Thank  you,  Don. 

Mr.  Director,  you  really  did  not  mean  that  give  you  any  baseline 
and  reduce  that  baseline  by  these  numbers  you  just  cited  and  you 
would  be  satisfied? 

Mr.  Panetta.  No,  I 

Senator  Domenici.  You  could  have  a  baseline  that  is  so  high  that 
you  would  add  up  billions  in  savings  that  are  not  real  savings. 

Mr.  Panetta.  Well,  obviously,  you  want  to  establish  a  fair  base- 
line. But  I  also  don't— — 


Senator  Domenici.  OK,  so  let  me- 


Mr.  Panetta  [continuing].  Want  to  complicate  the  debate  by  ar- 
guing baseline  approaches  here.  If  you  don't  like  to  use  the  un- 
capped baseline,  then  we  can  work  a  capped  baseline.  Our  whole 
approach  here  was  to  try  to  work  off  CBO. 

Senator  Nickles.  Mr.  Director,  I  am  about  out  of  time,  and  just 
let  me  make  a  couple  of  other  comments. 

You  mentioned  where  could  we  cut  in  spending. 

Mr.  Panetta.  Yes,  sir. 

Senator  Nickles.  I  have  a  list  of  the  very  large  spending  in- 
creases that  you  have  proposed  that  are  greatly  increasing  spend- 
ing, and  I  would  propose  that  you  start  cutting  those  or  let's  not 
fund  them.  Let's  leave  those  at  the  levels  they  were  last  year  or 
this  year  in  1993.  We  are  spending  $6,000  for  every  man,  woman, 
and  child.  In  this  list,  I  show  that  you  are  increasing  Head  Start 
$13.8  billion,  AIDS  initiative  $12.4  billion,  food  stamps  $12  billion, 
highway  program  $9.8  billion,  national  service  $9.4  billion,  dis- 
located worker  assistance  $6.6  billion,  clean  water  state  revolving 
fund,  $4.3  billion,  WIC  $3.6  billion,  National  Science  Foundation 
$3.4  billion,  Government  automation  $3.4  billion,  VA  medical  care 
$3.3  billion,  crime  initiative  $3.2  billion,  summer  youth  program 
$2.6  billion,  and  Community  Block  Development  Grants  $2.5  bil- 
lion. 

Mr.  Panetta.  Sure.  Senator 

Senator  Nickles.  Let's  not  start 


Mr.  Panetta  [continuing].  Are  you- 


Senator  Nickles  [continuing].  Massive  new  spending  programs. 

Mr.  Panetta.  You  are  opposed  to  investments  in  those  areas? 

Senator  Nickles.  In  many  cases,  I  don't  think  we  can  afford  to 
increase  spending.  You  call  them  investments,  but  I  see  this  as  a 
massive  new  spending  program. 

Mr.  Panetta.  You  don't  think  we  ought  to  put  more  money  into 
the  WIC  Program  or  the  Head  Start  Program  or  to  immunization 
of  kids? 

Senator  Nickles.  Mr.  Director,  I  will  give  you  a  couple  of  exam- 
ples. 

Mr.  Panetta.  Just  answer  my  question. 

Senator  Nickles.  Let  me  just  make  a  couple  comments.  Medicaid 
is  compounding  at  29  percent  per  year,  but  yet  this  Administration 
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is  running  around  giving  Governors  hundreds  of  millions  of  dollars. 
It  is  already  compounding  at  29  percent  per  year 

Mr.  Panetta.  What  would  you  like  to  do  on  medicaid? 

Senator  NlCKLES.  Well,  I  would  say,  for  one,  quit  giving  the  Gov- 
ernors hundreds  of  millions  of  new  dollars,  on  top  of  that  29  per- 
cent growth  that  we  already  have  into  the  system. 

Mr.  Panetta.  Do  you  have  a  specific  proposal  as  to  what  we 
should  do  on  medicaid? 

Senator  NlCKLES.  I  have  many  ideas  for  reforming  on  medicaid. 

Mr.  Panetta.  Well,  I  am  more  than  happy  to  have  those.  I  would 
appreciate  it. 

Senator  NlCKLES.  Well,  I  would  start  out  with  one  suggestion  on 
medicaid.  Stop  running  around  the  country  giving  Governors  hun- 
dreds of  millions  of  dollars  new  dollars  to  spend. 

Mr.  Panetta.  First  of  all,  we  aren't  running  around.  We  are  basi- 
cally working  with  all  of  the  Governors.  If  you  talk  to  your  own 
Governor  in  Oklahoma 

Senator  NlCKLES.  Oh,  he  would  love  that  money. 

Mr.  Panetta.  Well,  but  you  know  that  Governors  are  having  a 
tough  time  trying  to  meet  requirements  that  the  Federal  Govern- 
ment has  handed  down  to  the  States.  That  is  not  something  this 
Administration  has  done.  It  is  what  the  Congresses  have  done  with 
other  administrations  in  handing  mandates  to  the  States  for  cer- 
tain coverage  under  medicaid.  And  so,  you  know,  you  can  at  the 
same  time  cry  about  trying  to  work  with  the  States  to  try  to  resolve 
these  problems,  and  at  the  same  time  hand  them  new  mandates  to 
spend  money. 

Senator  NlCKLES.  Well,  you  are  handing  them  a  lot  of  new 
money.  I  will  make  one  additional  suggestion.  You  asked  for  an- 
other suggestion.  I  noticed  that  unemployment  compensation  in 
1992  increased  47  percent. 

Mr.  Panetta.  Because  unemployment  went  up. 

Senator  Nickles.  Actually  that  is  not  the  case.  Unemployment 
has  gone  down.  The  unemployment  rate  is  7.1  percent. 

Chairman  Sasser.  Gentlemen,  Senator  Nickles,  I  am  going  to 
have  to  ask  you  to  cease  and  desist  there  because  your  time  has 
expired  and 

Senator  NlCKLES.  I  would  recommend  you  not  spend  the  addi- 
tional $3  billion. 

Chairman  Sasser.  Senator  Hollings. 

Senator  Hollings.  Now,  Mr.  Director,  don't  despair.  [Laughter.] 

Don't  despair.  I  will  never  forget  when  President  Ford  pardoned 
President  Nixon.  He  said  America's  long  nightmare  was  over.  With 
your  appearance  here,  America's  long  nightmare  of  deception  and 
fraud  comes  to  an  end.  I  can  see  Darman  sitting  in  that  seat  now. 
[Laughter.] 

Man,  don't  complain  around  this  committee.  Free  at  least,  thank 
God [Laughter.  ] 

Mr.  Director,  you  all  have  worked  hard  and  around  the  clock, 
and  a  brilliant  grasp  of  all  the  many-faceted  problems  this  Govern- 
ment has  had.  Yes,  I  would  add  more  cuts  to  the  collider  and  the 
space  station,  and  I  will  go  along  with  a  long  list.  No,  not  on 
COLA's.  That  doesn't  help  the  deficit.  Social  security  has  not 
caused  any  deficit.  And  if  you  don't  give  the  COLA,  it  goes  into  the 
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trust  fund.  You  haven't  done  anything  to  the  deficit.  You  haven't 
done  anything  to  the  debt.  And,  yes,  I  have  got  many  more  spend- 
ing cuts,  and  the  distinguished  chairman  and  I  will  be  joining  in 
them.  And,  yes,  I  have  additional  revenues:  a  value-added  tax  be- 
cause even  with  all  of  this  very,  very  ambitious  approach  that  you 
have,  you  are  going  to  end  up,  as  I  figure  it,  with  a  deficit  just 
about  as  big  as  you  inherited  from  President  Bush  in  the  re-elec- 
tion year  1996. 

Now,  why  do  I  say  that? 

Let's  begin  at  the  beginning  with  one  question.  Does  your  base- 
line, Leon,  include  or  not  social  security? 

Mr.  Panetta.  It  does  include  social  security. 

Senator  Hollings.  And  you  and  I  voted  for  the  law  that  says  it 
shall  not  include  social  security,  Public  Law  101-508,  and  we  put 
it  in  in  July,  because,  as  Alice  told  the  cat,  before  we  can  decide 
where  we  are  headed,  first  we  have  to  decide  where  we  are. 

Mr.  Panetta.  Sure. 

Senator  HOLLINGS.  And  I  am  running  around  publicly  giving  you 
credit  for  using  the  CBO  figures,  and  this  distinguished  committee 
voted  to  use  CBO  figures. 

Incidentally,  when  they  giggle,  the  Congressional  Budget  Office 
has  been  more  nearly  accurate  postmortem.  If  we  look  back  and  see 
just  exactly  what  they  projected  and  what  was  the  fact,  CBO  has 
been  way  more  accurate  than  any  of  the  44  of  the  forecasters. 

So  I  commend  you  for  using  the  Congressional  Budget  Office. 
The  only  problem  is,  of  course,  CBO  gives  you  four  baselines,  and 
the  law  says  we  shall  use  the  one  excluding  social  security;  that  is, 
we  the  Congress,  you  the  President.  So  when  you  submit  the  Presi- 
dent's budget,  it  will  not  include  social  security  as  a  baseline,  I 
take  it. 

Mr.  Panetta.  We  will  reflect  that  calculation. 

Senator  HOLLINGS.  Don't  reflect  it.  Let's  start — now,  wait  a 
minute.  You  have  been  seeing  too  much  of  Darman. 

Mr.  Panetta.  No,  no,  no.  [Laughter.] 

Senator  Hollings.  I  have  been  through  this  20  years  now  on 
this  Budget  Committee.  Don't  start  that. 

Mr.  Panetta.  The  public  will  see  the  numbers  without  social  se- 
curity being 

Senator  Hollings.  But  we  all  ought  to  talk.  You  see,  the  media 
doesn't  cover  that.  I  mean,  they  cover  the  reflection  and  not  the 
fact.  And  the  law  says  that  we  have  got  to  submit  a  budget  there. 
I  think  if  we  get  that  kind  of  understanding,  then  we  will  all  start 
from  the  same  starting  line,  and  we  have  got  a  long 

Mr.  Panetta.  Which  is  a  hell  of  a  lot  worse. 

Senator  Hollings.  Oh,  yes,  it  is  a  lot  worse.  And  I  am  just  try- 
ing to  bring  realism  to  the  thing.  I  am  not  running  around  because 
I  like  taxes,  for  Lord's  sakes.  But,  I  mean,  we  put  in  a  freeze  for 
5  years,  and  we  couldn't  get  it.  Howard  Baker  and  I  tried  it.  You 
helped  us  over  on  the  House  side. 

Then  we  put  in  Gramm-Rudman-Hollings,  and  that  lied.  That 
was  truth  in  budgeting,  and  it  caused  lying  in  budgeting.  And  then 
when  you  couldn't  even  he  anymore,  then  you  repealed  it  in  the 
summit  of  1990,  that  is  what  happened,  and  talked  about  savings 
rather  than  actual  deficit  and  the  caps  and  the  figures.  And  I  am 
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trying  to  get  back  to  actually  what  the  deficit  is.  I  am  strongly  per- 
suaded that  we  have  prevailed  as  Democrats  in  this  country  be- 
cause we  did  nothing  about  the  deficit.  President  Reagan  gave  us 
the  first  $100  billion,  the  first  $200  billion;  President  Bush,  who 
signed  every  red  cent  of  spending,  all  but  this  control  of  the  Con- 
gress— he  had  all  kind  of  vetoes,  but  he  signed  every  red  cent  of 
spending,  and  he  gave  us  the  first  $300  billion  and  he  gave  us  the 
first  $400  billion. 

The  CBO  figure  right  here  for  1993  where  we  are  is  $361  billion, 
and  you  add  the  50-some  billion  on  for  airport,  highway,  you  are 
over  $400  billion.  That  is  what  we  have  got  to  really  bring  home 
to  the  American  public,  that  we  are  not  off  on  a  spend  and  spend 
or  tax  and  tax  and  spend  and  spend  binge  as  Democrats.  We  are 
trying  to  take  an  enormous  problem  here  to  try  to  get  us  on  the 
right  track.  Nobody  can  solve  it  in  4  years.  Economically,  it  would 
be  unwise.  But  at  least  you  have  taken  a  wonderful  step  forward 
here  in  going  into  every  facet  of  it,  and,  yes,  there  will  be  some 
more  cuts.  And,  yes,  I  hope  there  will  be  some  more  revenue,  so 
that  when  we  get  there  the  public  understand  that  we  at  least  have 
halved  the  deficit  by  1995-1996,  I  should  say. 

Thank  you  very,  very  much  for  the  work  you  have  done. 

Mr.  Panetta.  Thank  you.  I  look  forward  to  working  with  you, 
Senator. 

Chairman  Sasser.  Thank  you,  Senator  Hollings. 

Senator  Grassley? 

Senator  Grassley.  Mr.  Chairman,  would  it  be  all  right  with  you 
if  I  would  let  Slade  go  ahead  of  me?  He  has  to  catch  an  airplane. 
Then  I  will  take  the  next  Republican  slot. 

Chairman  Sasser.  Sure,  that  is  fine.  Senator  Gorton. 

Senator  Gorton.  Mr.  Panetta,  let's  walk  through  a  few  of  the  fig- 
ures. Your  figure  for  defense  cuts  in  addition  to  those  proposed  by 
President  Bush  is  how  much? 

Mr.  Panetta.  $76  billion  between  1994  and  1997.  It  starts  at  $7 
billion  in  1994,  and  then  goes  to  about  $37  billion  in  1997. 

Senator  Gorton.  And  your  figure  for  domestic  spending,  domes- 
tic discretionary  spending  cuts,  is  how  much? 

Mr.  Panetta.  Non-defense  would  be  about  $50  billion,  starts  at 
about  4  and  goes  up  to  about  20  to  23. 

Senator  Gorton.  So  that  is  about  a  3  to  2  ratio,  defense  over 
non-defense.  And  of  those  non-defense  cuts,  does  that  number  in- 
clude reimbursements  by  reason  of  fees  for  various  services  ren- 
dered? 

Mr.  Panetta.  Yes;  there  are  a  series  of  recommendations  in  the 
non-defense  area.  We  basically  broke  the  non-defense  area,  just  so 
I  can  explain,  into  several  areas  that  we  thought  were  good  policy 
approaches  to  this.  One  was  basically  programs  that  don't  work  or 
are  no  longer  needed.  Then  we  had  a  second  section  on  eliminating 
subsidies  and  charging  fees  for  Government  services.  So  there  are 
a  series  of  these. 

Senator  Gorton.  So  part  of  that  $50  billion  is  the  latter? 

Mr.  Panetta.  That  is  correct. 

Senator  Gorton.  So  that  doesn't  mean  that  the  Government  is 
spending  any  less.  It  means  that  it  is  getting  more  in  the  form  of 
fees. 
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Mr.  Panetta.  To  cover  costs,  that  is  correct. 

Senator  Gorton.  What  would  be  the  amount  by  which  we  are  ac- 
tually spending  less  out  of  that  $50  billion? 

Mr.  Panetta.  You  would  have  to  subtract  out,  obviously,  some  of 
the  fees,  but  I  would  assume  that— I  will  get  you  that  number,  but 
it  is  not  that  large  a  percentage  of  the  $50  billion. 

Senator  Gorton.  Would  it  be  fair  to  say,  then,  that  in  actual 
spending  cuts  it  would  be  defense  over  non-defense  by  about  2  to 
1  rather  than  3  to  2? 

Mr.  Panetta.  Probably. 

[The  following  was  subsequently  submitted  for  the  record  bv  Mr 
Panetta:]  J 

The  following  non-defense  discretionary  (NDD)  savings  were  included  in  A  Vision 
of  Change  for  America  (in  billions  of  dollars): 

94-97   94-98 
1994   1995   1996   1997   1998   Total   Total 

User  fee  proposals 

included  in  NDD 

savings -0.4   -0.5   -0.6   -0.7   -0.8    -2.1    -2.9 

Total  NDD  savings...  -4.5  -10.2  -15.4  -20.2  -23.0   -50.3   -73.3 

User  fee  proposals 
as  a  percentage  of 
total  NDD  savings...   8.3%   4.8%   3.8%   3.3%   3.3%    4.2%    3.9% 

Senator  Gorton.  Now  I  would  like  you  to  work  through  with  me 
what  I  understand  is  an  entirely  new  concept.  You  have  a  set  of 
tables  and  a  set  of  concepts  called  family  economic  income  class.  Is 
that  a  concept  that  has  ever  been  used  before? 

Mr.  Panetta.  I  believe  it  is. 


distribution  of  revenue 

PROPOSALS  IN  THE  PLAN 

Family  Economic 
Income  Class 

Share  of  New  Tax 
Burden 

0-10 

-0.3% 

10-20 

0.0% 

20-30 

0.7% 

30-50 

7.3% 

50-75 

12.6% 

75-100 

9.8% 

100-200 

13.2% 

200  &  over 

56.8% 
- 

Source:  Office  of  Tax  Analysis,  Department  of  Treasury. 
Note:      This  table  shows  the  estimated  impact  of  changes  due  to  proposed  revenue  changes.  Also  included  is  an 
expanded  ETTC  as  well  as  increases  in  transfers  for  Food  Stamps  and  LTHEAP. 
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Senator  Gorton.  For  what  purpose?  I  have  never  heard  the 
term. 

Mr.  Panetta.  Treasury  has  used  that  for  distribution  tables, 
they  tell  me,  for  at  least  7  years. 

Senator  Gorton.  And  you  use  it  for  a  distribution  table,  and 
haven't  you  used  it  in  connection  with  your  statement  that  the 
upper-income  groups,  family  income  or  incomes  of  more  than 
$180,000  per  married  couple  bear  thus-and-such  a  percentage 

Mr.  Panetta.  70  percent. 

Senator  Gorton.  70  percent  of  the  burden? 
.  Mr.  Panetta.  That  is  correct. 

Senator  Gorton.  But  in  getting  to  that  $180,000  figure,  then, 
you  are  including  in  income,  over  adjusted  gross  income,  all  fringe 
benefits  provided  by  an  employer? 

Mr.  Panetta.  I  believe  that  is  the  case.  That  is  correct. 

Senator  Gorton.  The  inside  buildup  on  pensions  and  IRA's  and 
Keough's  and  life  insurance? 

Mr.  Panetta.  I  believe  so. 

Senator  Gorton.  Tax-exempt  interest,  and  I  think  most  incred- 
ibly, and  I  hope  you  will  tell  the  American  people  about  this,  the 
rental  value  of  a  home  you  live  in. 

Mr.  Panetta.  As  indicated  here,  it  is  based  on  equity  in  the 
home,  not  the  value,  and  it  is  a  very  small  number  in  that  calcula- 
tion. 

Senator  Gorton.  How  do  you  figure  if  a  given  individual  has  a 
home  worth  $200,000,  the  old  rule  of  thumb  was  the  rental  value 
was  1  percent  a  month,  so  if  that  individual  doesn't  have  a  mort- 
gage, owns  the  home  outright,  that  adds  $24,000  to  this  figure? 

Mr.  Panetta.  If  they  have  $20,000  of  equity,  that  is  generally 
about  $2,000. 

Senator  Gorton.  Well,  I  am  saying  $200,000.  They  own  a 
$200,000  home. 

Mr.  Panetta.  Again,  it  is  based  on  the  equity  in  that  home. 

Senator  Gorton.  I  understand,  and  my  question  is  based  on 
their  owning  it.  The  equity  is  $200,000. 

Mr.  Panetta.  You  mean  the  full  equity  is  $200,000?  Then  obvi- 
ously you  are  right. 

Senator  Gorton.  So  you  would  add  $24,000 

Mr.  Panetta.  Right. 

Senator  Gorton  [continuing].  To  that  income.  So  would  it  be  fair 
to  say  there  are  an  awful  lot  more  people  in  this  $100,000  category 
than  actually  realize  that  they  are  in  that  category. 

Mr.  Panetta.  Well,  again,  I  think  it  is  basically  using  the  same 
test  always  used  by  Treasury  in  determining  the  quintiles  here  and 
the  income  ranges. 

Senator  Gorton.  Well,  I  have  been  around  the  Senate  for  a  long 
time,  and  I  have  never  heard  of  the  concept.  I  can't  imagine  many 
of  my  constituents  have.  Do  you  think  that  many  people  consider 
as  a  part  of  their  income  the  equity,  the  rental  value  of  the  home 
they  five  in? 

Mr.  Panetta.  I  would  imagine  that  most  constituents  don't  un- 
derstand the  formulas  of  Treasury  any  better  than  we  do.  So  I 
think  you  are  right.  Most  people  don't  understand  these  formulas. 
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But,  on  the  other  hand,  these  are  the  same  tests  that  have  been 
used  in  Republican  and  Democratic  administrations  for  years. 

Senator  Gorton.  Now,  you  have,  I  think  in  a  most  worthy  fash- 
ion, told  us  that  you  don't  want  us  to  use  any  budget  gimmicks  be- 
cause you  haven't  used  any  budget  gimmicks.  So  you  don't  consider 
an  increased  tax  on  people  on  social  security,  denominating  that  to 
be  an  expenditure  savings  rather  than  a  tax.  You  don't  consider 
that  to  be  a  gimmick. 

Mr.  Panetta.  As  I  said,  we  have  always  treated  reduced  benefits 
on  the  entitlement  side  as  a  spending  savings.  But  I  don't  want  to 
get  into  a  battle  here.  You  can  count  it  any  place  you  want. 

Senator  Gorton.  OK  And  you  don't  consider  it  a  gimmick  to  as- 
sume a  billion  dollars  of  saving  in  better  management  of  Veterans' 
Administration  hospitals? 

Mr.  Panetta.  Not  at  all.  I  think  on  the  administrative  savings, 
we  have  required  each  of  the  Secretaries  to  produce  3  percent,  6 
percent,  we  go  to  9  percent  and  then  14  percent,  in  administrative 
savings  across  the  board.  Those  are  numbers  we  think  can  be 
achieved.  I  think  all  of  us  believe  that  most  of  the  agencies  have 
too  much  administrative  overhead  and  that  there  are  legitimate 
areas  where  they  can  achieve  savings. 

Senator  Gorton.  Now,  I  do  remember  from  serving  on  con- 
ference committees  with  you  that  you  considered,  when  Ronald 
Reagan  was  President,  at  least,  that  increased  IRS  compliance  was 
a  gimmick.  But  you  have  increased  IRS  compliance  in  your  figures, 
but  that  is  not  a  gimmick? 

Mr.  Panetta.  No.  No,  not  at  all.  The  gimmick  is  when  you  pump 
up  the  numbers  that  you  can  receive  from  IRS  enforcement  without 
putting  money  into  additional  IRS  agents.  That  is  the  gimmick. 

We  developed  a  formula  in  the  budget  agreement  that  we  imple- 
mented in  1990  that  said  if  you  put  so  much  into  additional  IRS 
agents,  that  translates  into  so  much  income.  And  that  is  the  same 
formula  we  have  here. 

Senator  Gorton.  In  fact,  has  that  compliance  increased  over  the 
course  of  the  last  5  years? 

Mr.  Panetta.  Has  compliance  increased?  I  believe  it  has. 

Chairman  Sasser.  Thank  you,  Senator  Gorton. 

I  am  going  to  turn  now  to— Senator  Boxer  and  Senator  Murray 
arrived  almost  simultaneously  today,  and  I  am  going  to  turn  to 
Senator  Murray  first  because  she  sat  here  all  day  yesterday  and 
didn't  get  to  ask  a  question.  Senator  Murray. 

Senator  Murray.  Thank  you,  Mr.  Chairman.  I  especially  appre- 
ciate that  consideration  since  I  have  a  hearing  of  the  Banking  Com- 
mittee I  need  to  get  to  as  well,  and  I  appreciate  that. 

Mr.  Director,  thank  you  very  much  for  your  presentation  this 
morning  and  for  all  of  your  work  in  putting  this  budget  package 
together.  I  think  many  of  us  who  have  come  into  Congress  and  the 
Senate  this  year  came  from  a  mandate  of  people  who  wanted 
change,  who  wanted  honesty,  who  understood  that  we  have  a  tre- 
mendous debt  and  a  great  many  problems  and  who  wanted  us  to 
take  this  head  on.  And  I  think  you  have  done  that,  and  I  just  want 
to  personally  say  thank  you.  I  appreciate  that. 

I  have  a  few  specific  questions  and  one  general  one.  You  men- 
tioned the  Boeing  cutbacks  which  have  severely  affected  the  Pacific 
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Northwest  and  my  State.  Twenty-three  thousand  jobs  will  be  lost 
on  the  commercial  side  this  year.  I  notice  that  the  President  men- 
tioned the  aerospace  industry  several  times  this  week  and  I  wanted 
to  know  if  you  could  point  to  anything  specific  in  your  proposals 
that  will  help  this  critical  industry. 

Mr.  Panetta.  He  has  expressed  in  the  meetings  that  we  have 
had,  so  you  understand,  a  continuing  concern  about  the  state  of  the 
domestic  airplane  industry.  He  is  just  very  concerned  about  its  sta- 
tus and  concerned  about  some  potential  losses  that  are  going  to 
take  place  there. 

One  of  the  areas  we  provided  some  additional  funds  was  to  try 
to  develop  better  research  with  regards  to  aeronautics  within  this 
country,  and  that  was  an  area  that  we  felt  NASA  has  not  really 
paid  much  attention  to,  and  yet  it  is  an  area  where  we  think  a  tre- 
mendous amount  of  research  needs  to  be  done  if  we  are  going  to 
compete  with  the  Europeans  on  this. 

He  was  very  concerned  about  the  subsidies  provided  for  the  de- 
velopment of  the  Airbus.  He  feels  that,  in  fact,  those  subsidies  have 
given  that  industry  the  ability  to  gain  an  advantage  over  our  own 
industry.  And  so  his  feeling  was  that  we  need  to  have  more  re- 
search in  that  area. 

In  addition  to  that,  obviously  the  hope  is  that  the  tax  incentives 
provided  here,  particularly  the  tax  credit — there  is  a  temporary  tax 
credit  that  is  provided  in  1993  and  1994 — will  provide  big  busi- 
nesses with  the  ability  to  invest  in  further  development  and  re- 
search. 

Last,  we  have  provided  for  those  who  are,  in  fact,  dislocated  a 
major  defense  conversion  proposal  that  includes  a  tremendous 
amount  for  dislocated  workers.  I  think  it  is  a  biUion-something  for 
dislocated  workers  to  try  to  assist  them  in  retraining. 

Senator  Murray.  One  of  the  items  that  has  been  extremely  help- 
ful in  the  past  have  been  the  programs  of  Exlm  Bank,  and  I  no- 
ticed in  the  budget  that  funding  has  been  reduced.  Are  there  other 
items  in  the  budget  to  promote  exports? 

Mr.  Panetta.  Let  me  say  on  the  Exlm  Bank  proposal — and  I 
have  talked  with  the  new  head  of  the  Exlm  Bank — the  proposal 
there  does  not  in  any  way  touch  Exlm  Bank  in  1994  or  1995.  We 
think  there  are  some  savings  that  can  be  achieved  in  1996  and 
1997,  and  he  wanted  the  opportunity  to  work  on  that  approach  to 
determine  how  those  savings  could  be  achieved. 

For  at  least  these  next  2  years,  as  we  try  to  come  out  of  the  re- 
cession, our  effort  is  to  try  to  maintain  those  credits. 

Senator  Murray.  Good.  I  think  that  has  significant  impact. 

In  another  area,  in  terms  of  the  Btu  tax  proposal,  I  have  noticed 
many  references  to  oil  and  natural  gas.  But  in  the  Pacific  North- 
west, hydroelectric  power  is  extremely  important.  Do  you  have  any 
insights  on  the  energy  tax  and  how  it  is  going  to  apply  to  hydro- 
electric power? 

Mr.  Panetta.  My  understanding  is  that  they  are  working  on  the 
formula,  but  they  are  trying  to  deal  with  that  on  an  equivalent 
base  so  that  they  will  not  be  disadvantaged  as  a  result  of  this.  This 
is  basically  a  modified  Btu  tax.  It  is  not  really  an  across-the-board 
approach  on  Btu.  And  I  think  it  is  going  to  take  that  into  consider- 
ation. 
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Senator  Murray.  If  I  could  get  that  information  for  my  region 
that  would  be  great.  ' 

Mr.  Panetta.  I  will  be  happy  to  provide  that.  They  are  working 
on  it.  6 

[The  following  was  subsequently  submitted  for  the  record  bv  Mr 
Panetta:]  J 

The  exact  specifications  of  the  BTU  tax  are  under  consideration  by  the  Treasury 
at  this  time.  The  presumption  of  the  Administration  was  that  hydroelectric  power 
would  be  taxed  according  to  the  average  fossil  fuel  BTU  input  required  to  generate 
equivalent  electricity.  The  final  determination  will  be  based  upon  several  consider- 
ations, including  electricity  rates  to  consumers,  the  environmental  effects  of  dif- 
ferent modes  of  power  generation,  and  prior  Federal  subsidies  for  the  construction 
of  the  generating  facilities. 

Senator  Murray.  OK  Then  in  terms  of  the  freeze  on  Federal  em- 
ployees' salaries,  this  freeze  especially  hurts  the  people  at  the  lower 
end  of  the  scale,  $15,000,  $20,000,  as  opposed  to  the  people  on  the 
higher  end  of  the  scale.  Was  there  any  conversation  about  doing 
that  in  a  fair  way  so  that  the  people  at  the  lower  end  would  not 
be  so  severely  impacted? 

Mr.  Panetta.  There  was  some  discussion  of  that.  The  concern, 
again,  was  to  show  equity  of  contribution  in  terms  of  Government 
stepping  forward,  particularly  when  we  are  asking  for  all  of  these 
other  cuts  and  increases.  But  that  is  something  I  think  we  need  to 
continue  to  look  at,  because  I  am  concerned.  If  you  want  to  know, 
in  the  debate  over  whether  or  not  we  ought  to  do  anything  on  cost- 
of-living  indexing  for  retirees,  the  major  concern  there  was  how  do 
we  do  that  and  protect  people  at  or  below  the  poverty  level.  It  was 
as  a  consequence  of  that  debate  that  the  President  decided  not  to 
act  in  that  area. 

I  think  we  need  to  look  at  this  issue  as  well  to  try  to  see  if  we 
can  develop  an  approach  that  will  protect  people  in  the  lower  in- 
come brackets  so  that  they  won't  be  forced  into  poverty  as  well. 

Senator  Murray.  OK  I  hope  we  do  that. 

One  last  question,  and  maybe  this  is  softball  but  it  is  one  close 
to  my  heart.  I  met  with  a  group  of  high  school  kids  last  week  when 
I  was  in  the  State  of  Washington  in  a  very  low-income  area,  an 
area  ridden  with  gangs  and  a  lot  of  problems.  I  talked  with  the 
kids,  and  one  of  the  things  that  really  struck  me  when  I  asked 
them  why  they  joined  gangs,  they  said, 

Well,  you  know,  there  is  not  much  hope  out  there.  I  don't  think  I  can  afford  to 
go  to  college.  Even  if  I  do,  I  don't  think  there  is  going  to  be  a  job.  I  don't  feel  like 
there  is  much  hope  for  me  in  this  world. 

Tell  me,  do  you  think  that  if  this  proposal  passes  I  can  go  back 
and  say  to  those  kids  there  is  hope? 

Mr.  Panetta.  I  think  the  whole  effort  here  was  to  really  try  to 
provide  hope  to  this  country  that  tilings,  in  fact,  can  get  better. 
This  is  particularly  true,  I  think,  for  those  who  have  really  been 
almost  a  lost  generation  in  our  society,  and  that  is  the  young  peo- 
ple. What  we  are  trying  to  do  is  to  try  to  provide  some  jobs  for 
those  kids,  particularly  this  summer.  So  that  is  why  we  have  the 
targeted  summer  jobs  program,  a  tremendous  amount  there,  be- 
cause the  President's  intention  is  to  try  to  focus  on  some  major 
cities  and  communities  around  this  country  and  see  if  we  can  put 
kids  to  work  and  try  to  move  them,  take  them  off  the  streets  so 
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they,  in  fact,  don't  have  to  be  a  part  of  the  crime  element  that  has 
developed  in  that  area. 

Second,  there  is  obviously  the  National  service  program  that  the 
President  is  very  interested  in  putting  in  place  quickly,  which  will 
give  kids  not  only  the  opportunity  to  get  educated,  get  higher  edu- 
cation, and  become  more  skilled,  but  also  give  something  back  to 
the  community,  whether  it  is  in  natural  resources  or  health  care 
or  education.  So  that  offers  a  tremendous  amount  of  hope. 

Let  me  just  tell  you  on  Pell  grants  alone,  our  concern  was  that 
because  Pell  grants  have  been  underfunded  we  needed  to  restore 
that  funding  so  that  they  would  not  get  cut  in  terms  of  what  is 
being  provided.  And  a  lot  of  those  Pell  grants  are  going  to  kids  that 
in  the  very  least  are  trying  to  make  it  into  higher  education  insti- 
tutions. 

So  I  think  there  are  a  lot  of  proposals  here  that  try  to  reach  out 
to  those  kinds  of  kids  in  the  streets  and  say,  look,  we  do  care  about 
you  and  we  are  trying  to  make  your  life  better. 

Senator  Murray.  Thank  you,  Mr.  Director.  I  just  have  to  add 
that  I  can't  agree  with  you  more.  Those  investments  are  giving 
hope  to  a  future  generation  who  will  be  the  taxpayers  in  the  future, 
who  will  assure  that  we  don't  continue  to  have  a  tremendous  budg- 
et deficit.  And  I  thank  you. 

Chairman  Sasser.  Thank  you,  Senator  Murray. 

Senator  Grassley? 

Senator  Grassley.  A  commentary  on  your  statement  that  you 
don't  want  us  to  give  you  caps  or  across-the-board's.  On  defense,  for 
instance,  I  have  always  appreciated  the  encouragement  as  a  Con- 
gressman that  you  gave  me  in  my  efforts  to  cut  defense.  Congress- 
woman  Boxer,  now  Senator  Boxer,  did  the  same  thing.  The  chair- 
man always  has. 

I  have  always  felt  in  the  area  of  defense  that  if  I  came  to  the 
floor  with  an  amendment  on  program  X  or  program  Y  to  cut  it,  you 
could  always  maybe  get  40  votes,  but  you  could  never  get  51  votes 
because  you  would  play  one — one  program's  supporters  would  be 
played  off  against  another  program's  supporters,  and  they  would 
always  have  a  majority  to  carry  you.  Because  Congress  really 
doesn't  kill  very  many  defense  programs;  we  save  more  defense 
programs  that  the  Administration  wants  to  kill  than  we  actually 
kill  ourselves. 

So  I  have  always  felt  that  you  have  had  to  cap  defense  in  order 
to  get  any  consensus  for  the  reduction.  And  I  think  that  you  would 
have  to  agree  that  that  is  how  we  stopped  the  Reagan  defense 
buildup  in  1985.  And  it  was  my  amendment  that  was  adopted  50- 
49  to  do  that. 

So  I  think  in  some  areas  if  you  are  going  to  make  any  goals,  it 
has  got  to  be  in  a  way  that  you  can  get  a  consensus.  And  I  guess 
I  would  also,  in  the  process  of  commenting  on  this,  remind  you  that 
I  have  appreciated  Democrat  encouragement  that  I  have  gotten  in 
the  past  to  do  this.  If  you  thought  that  I  was  doing  it  just  because 
I  wanted  to  take  on  a  Republican  President  and  that  is  why  you 
were  encouraging  me,  you  got  it  wrong.  What  I  was  trying  to  do 
was  to  tell  my  conservative  Republican  colleagues  that  it  is  wrong 
for  us  as  Republicans  to  tax  social  programs  like  welfare  or  edu- 
cation where  we  think  there  is  waste.  We  have  to  be  consistent  as 
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Republicans  and  not  take  the  word  of  the  generals  where  money 
should  be  spent,  or  the  commander-in-chief,  but  make  our  own  de- 
cisions and  be  as  microscopic  in  protecting  the  taxpayers'  dollars  in 
defense  as  we  are  in  welfare. 

So  now  we  have  a  Democrat  President.  If  I  find  something  wrong 
with  your  program,  I  hope  you  don't  think  I  am  being  political.  I 
see  my  job  as  not  being  a  rubber  stamp  for  a  Republican  President 
and  not  being  a  stumbling  block  for  a  Democrat  President.  I  guess 
I  really  don't  care  who  is  President.  I  am  elected  by  the  people  of 
Iowa,  and  I  am  a  member  of  an  independent  branch  of  Govern- 
ment, and  I  intend  to  make  those  decisions  independently. 

So  I  want  to  say  to  you  in  that  same  vein  that  I  want  you  to  be 
responsible,  both  Democrats  in  the  Congress  here  and  you  in  the 
Administration,  on  these  social  programs  that  it  looks  to  me  like 
you  are  falling  into  the  same  trap  that  Republicans  fell  in,  respond- 
ing to  the  generals,  just  to  throw  money  at  defense.  You  know,  we 
brought  the  money  bags  to  the  steps  of  the  Pentagon  and  said  to 
the  military-industrial  complex,  Come  here  and  get  it.  And  that  is 
what  they  did,  and  it  was  wasteful. 

I  think  you  are  going  to  be  in  the  same  trap  the  way  you  are 
throwing  money  at  these  domestic  programs  here,  whether  you  call 
it  investment  or  whatever  you  call  it.  I  think  that  it  is  too  rapid 
a  growth  for  the  way  it  can  be  absorbed  wisely,  particularly  what 
you  might  be  giving  to  local  government  that  doesn't  have  proper 
oversight. 

Now,  with  that  commentary,  if  you  want  to  respond,  you  can,  but 
I  want  to 

Mr.  Panetta.  Well,  let  me  just  make  a  point. 

Senator  Grassley.  OK  Make  sure  you  leave  at  least  one— I  have 
got  one  question 

Mr.  Panetta.  I  will  keep  it  short. 

Senator  Grassley.  OK 

Mr.  Panetta.  The  problem  I  have,  for  example,  is  that  Congress 
voted — and  I  assume  you  voted — for  the  highway  bill  that  we 
passed.  Am  I  right? 

Senator  Grassley.  I  think  I  did.  Yes,  I  did. 

Mr.  Panetta.  I  guess  what  this  proposal  says  is  we  ought  to  fully 
fund  the  highway  bill.  Do  you  think  we  ought  not  to  fully  fund  the 
highway  bill  that  we  passed? 

Senator  Grassley.  Well,  I  guess  I  would  look  a  little  bit  different 
as  money  comes  out  of  a  trust  fund  as  opposed  to  money  that 
comes  out  of  the  general  fund.  I  think  there  is  a  difference. 

Mr.  Panetta.  So  you  are  saying  in  that  instance  it  is  OK  to  fully 
fund  it? 

Senator  Grassley.  Well,  if  we  have  got  too  much  money  in  the 
fund,  we  ought  to  reduce  the  user's  tax,  not  necessarily  throw  it 
away. 

Mr.  Panetta.  I  think  you  have  exercised,  obviously,  some  discre- 
tion here.  There  are  investments  I  think  that  we  can  both  agree 
to,  and  I  will  be  happy  to  work  with  you  on  a  list  of  those  invest- 
ments. 

Senator  Grassley.  I  want  you  to  put  on  your  management  hat 
just  for  a  minute. 
Mr.  Panetta.  Sure. 
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Senator  Grassley.  And  the  reason  I  am  bringing  this  up  now  is 
you  haven't  had  time  to  work  on  this  now,  but  you  may  not  be  back 
before  this  committee  for  12  months. 

Mr.  Panetta.  I  doubt  that.  [Laughter.] 

Senator  Grassley.  Well,  I  mean,  in  the  sense  that  we  can  ask 
a  lot  of  questions,  and  I  hope  in  regard  to  management  you  are 
going  to  take  a  close  look  at  what  Comptroller  Bowsher  has  said 
about  some  of  our  financial  management  and  bookkeeping  in  Gov- 
ernment. He  says, 

Widespread  financial  management  weaknesses  are  crippling  the  ability  of  our 
leaders  to  effectively  run  our  Government. 

He  said, 

We  have  large  Government  agencies  today  where  we  can't  audit  the  books  because 
the  records  are  so  bad  or  non-existent.  Billions  of  dollars  are  unaccounted  for, 

and  he  warns  that, 

The  Government  remains  vulnerable  to  new  losses.  The  lack  of  discipline  in  ac- 
counting for  taxpayers'  dollars  is  inexcusable  and  should  not  be  tolerated. 

Where  I  am  coming  from  here  is  just  one  example:  $649  million 
the  Air  Force  couldrrt  account  for  in  field  accounting.  The  books 
there  were  different.  They  just  take  $649  million  out  of  M  accounts 
and  put  it  over  here  to  balance  the  books.  And  the  excuse  you  get: 
Well,  it  has  been  30  years  of  bad  bookkeeping,  we  can't  account  for 
it. 

Well,  it  is  illegal  not  to  be  able  to  account  for  taxpayers'  money 
being  expended.  It  is  inexcusable.  People  ought  to  go  to  jail.  People 
ought  to  be  held  accountable.  At  the  very  least,  people  ought  to  be 
demoted  or  fired.  And  that  is  just  one  example. 

Bowsher  was  across  the  board,  I  mean  in  his  statement  about  the 
bad  bookkeeping  and  accounting.  And  it  falls  right  on  your  shoul- 
ders. And  I  am  sorry  that  after  12  years  of  Republican  administra- 
tions we  don't  do  things  about  this.  I  hope  if  you  are  going  to 
reinvent  Government,  I  hope  you  are  going  to  reinvent  it  so  that 
we  can  not  only  throw  money  at  programs,  but  that  we  are  going 
to  see  that  these  programs  are  adequately  accounted  for. 

Mr.  Panetta.  Senator,  you  are  absolutely  right.  I  have  talked  to 
General  Bowsher,  and  I  guess  one  of  the  saddest  commentaries  was 
the  report  that  said  he  could  look  at  every  Federal  agency  and  he 
didn't  find  one  Federal  agency  that  was  well  managed,  that  they 
are  all  disasters.  I  guess  he  said  the  Army  was  probably — in  a  set 
of  disasters,  the  Army  was  doing  the  best  in  trying  to  do  better 
management. 

I  think  it  is  a  tremendous  problem.  I  think,  frankly,  that  the  way 
to  deal  with  it,  in  part,  is  what  we  have  done  in  this  budget,  which 
is  the  same  thing  that  corporations  do,  which  is:  When  you  are  fac- 
ing some  hard  times,  you  have  got  to  contract.  And  when  you  con- 
tract, you  do  better  in  terms  of  efficiencies  in  Government. 

That  is  why  we  have  the  level  of  administrative  savings  we  have 
here;  that  is  why  we  have  the  contractions  in  terms  of  Federal  em- 
ployees; and  that  is  why  I  have  recommended  the  streamlining  ap- 
proaches to  the  Government.  Because  for  each  of  the  Departments, 
I  have  said  to  the  Secretary,  look,  you  are  new,  you  have  got  to  ex- 
ercise some  discretion  to  consolidate  programs  here.  I  looked  at  the 
Department  of  Education.  There  are  60  programs  in  the  Depart- 
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ment  of  Education  that  I  frankly  think  could  either  be  consolidated 
or  done  away  with.  But  rather  than  making  that  decision,  I  said 
to  the  Secretary  of  Education,  You  do  it,  here  is  the  number  of  sav- 
ings, you  tell  me  how  to  consolidate  those  programs. 

So  I  am  doing  that  with  each  agency,  streamlining  the  budget, 
and  1  hope  as  a  result  of  that  not  only  do  they  contract,  but  hope- 
fully we  will  see  better  management  in  each  of  those  Departments 
Yes,  you  are  right. 

Chairman  Sasser.  Thank  you,  Senator  Grassley. 

Senator  Boxer? 

Senator  Boxer.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Panetta,  it  is  such  a  pleasure  for  me  to  see  you  in  your  cur- 
rent position.  When  you  were  appointed,  I  felt  tremendous  joy.  I 
am  not  sure  it  was  for  you,  given  the  incredible  task  you  have  be- 
fore you,  but  I  knew  you  would  be  challenged  by  this.  I  really  felt 
this  joy  for  America  because  I  served  with  you  for  10  years  in  the 
Congress,  you  were  my  chairman  for  several  years  on  the  Budget 
Committee — and  I  don't  know  anyone  else  who  is  as  wise  about 
these  issues  and  who  works  harder.  And  I  have  met  a  lot  of  hard 
workers  and  a  lot  of  wise  people  around  here — many  of  them  are 
sitting  right  around  this  table. 

Representing  the  largest  State  of  the  Union  in  the  U.S.  Senate— 
a  responsibility  I  share  with  my  colleague,  Dianne  Feinstein— is  a 
tremendous  honor.  And  I  want  my  colleagues  to  understand  how 
much  California's  economic  health  affects  this  country.  I  am  going 
to  quote  from  a  Wall  Street  Journal  article  in  January  in  which  it 
was  said, 

It  is  hard  to  imagine  how  one  State  could  hurt  the  Nation  so  much  no  matter 
what  its  ills,  but  consider  the  fact  that  California  represents  about  14  percent  of 
all  U.S.  economic  activity  and  15  percent  of  the  country's  industrial  production. 

This  is  an  objective  statement  by  the  Wall  Street  Journal. 

So  as  I  talk  to  you  today,  it  is  from,  I  believe,  not  just  Califor- 
nia s  standpoint,  but  in  the  interest  of  the  country. 

I  believe  that  the  package  that  the  President  has  offered  us  is 
a  package  of  economic  hope.  It  is  also,  in  my  view,  a  package  of 
fairness. 

I  think  that  increased  investment  spending  is  a  tremendously 
important  part  of  this  budget,  and  I  would  like  to  respond  to  my 
good  friends,  Senators  Domenici  and  Grassley,  with  whom  I  have 
the  privilege  of  serving  with  on  this  committee. 

I  think  both  Senators  Domenici  and  Grassley  raise  a  very  good 
point  about  the  words  that  we  use  and  the  fact  that  this  Adminis- 
tration does  use  the  word  "investment,"  and  some  skepticism  on 
their  part  on  the  use  of  this  term.  But  I  really  do  believe,  strip 
away  the  politics,  that  if  you  look  at  certain  spending,  it  does  bring 
you  dividends. 

I  was  a  stockbroker  in  the  private  sector.  I  know  what  an  invest- 
ment is.  When  you  look  at  a  company  and  you  analyze  its  balance 
sheet,  you  look  at  what  it  is  investing  in  to  see  whether  or  not  it 
is  going  to  bring  dividends  to  the  company. 

Now,  when  we  immunize  a  child,  Senators,  I  have  got  to  tell  you, 
we  have  quantified  what  it  saves.  I  held  hearings  because  my  then- 
Chairman  Panetta  sent  me  to  hold  hearings  on  health  care,  and  we 
looked  at  these  situations.  We  saw  specific  cases  of  children  who 
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got  the  measles  who  wound  up  costing  the  Government  $800,000 — 
trying  to  save  a  life  because  we  didn't  have  the  foresight  and  we 
starved  that  program.  And  for  the  14  bucks  we  didn't  spend,  we 
spent  $800,000 — and  in  this  particular  case,  in  San  Diego,  we  lost 
the  child.  So  I  think  when  you  say  investments,  you  are  saying  the 
word  correctly. 

Now,  a  lot  of  my  Republican  friends  are  criticizing  the  proposal 
because  some  people  are  going  to  get  hit  with  increased  taxes.  I 
don't  like  to  hit  anybody  with  taxes.  For  God's  sakes,  there  are  a 
lot  of  people  in  California  who  are  going  to  pay  more  taxes.  Last 
night  on  TV  I  heard  some  analysts  saying, 

Gee,  my  daughter  and  my  son-in-law,  they  earn  $250,000,  they  are  going  to  really 
be  sorry  they  voted  for  Bill  Clinton. 

Two  hundred  fifty  thousand  dollars  in  1  year,  and  they  are  going 
to  be  sorry  they  voted  for  Bill  Clinton? 

Maybe  they  won't  have  to  step  over  the  homeless  people  lying  in 
their  way  when  they  come  out  of  the  theater  at  night.  Maybe  they 
won't  have  to  close  their  eyes  to  the  little  baby  who  is  sitting  on 
the  lap  of  someone  begging  for  money  outside  of  Macy's  in  San 
Francisco.  I  see  it. 

So  I  think  what  you  are  doing  is  good  for  this  country,  and  it 
gives  us  hope.  You  are  responsible,  and  you  are  going  to  bring 
down  this  deficit. 

I  want  to  ask  you  about  a  program  that  our  Republican  Governor 
is  very  nervous  about  not  getting  full  funding  for,  and  that  is  the 
SLIAG  Program,  where  we  in  the  Congress  have  passed  immigra- 
tion laws  and  yet  we  don't  fully  fund  this  program.  And  I  would 
like  to  ask  you  for  the  record,  Mr.  Panetta,  if  this  Administration 
is  going  to  stand  by  that  pledge.  Because  I  disagree  with  Senator 
Nickles  who  said  we  are  running  around  helping  the  Governors. 
We  are  not.  We  are  running  around  hurting  the  Governors,  laying 
mandates  on  them,  and  not  paying  for  them. 

Are  we  going  to  fully  fund  SLIAG? 

Mr.  Panetta.  We  are;  right  now  we  are  planning  to  release  the 
full  amount  for  1994  of  about  $812  million,  which  would  include 
the  full  amount  that  California  ought  to  receive  under  SLIAG.  And 
that  is  our  intention. 

I  also  want  to  add  that  in  the  report  we  made  clear  that  within 
the  health  care  and  rewarding  work  and  lifelong  earning  invest- 
ment packages,  we  intend  to  design  a  program  to  try  to  offset  the 
impact  of  refugees  and  undocumented  residents  on  the  budgets  of 
State  and  local  governments,  including  those  in  California,  Texas, 
and  Florida. 

This  is  a  very  real  problem,  as  you  know,  and  we  intend  to  try 
to  provide  not  only  the  SLIAG  assistance,  full  funding  for  that,  but 
also  to  try  to  design  a  program  that  will  provide  assistance  to  those 
States. 

Senator  BOXER.  Mr.  Chairman,  my  time  is  up.  Can  I  have  20  sec- 
onds to  lay  out  two  suggestions  for  cuts? 

Chairman  Sasser.  Sure. 

Senator  BOXER.  One  is  in  administration  and  overhead  that  Sen- 
ator Grassley  alluded  to.  In  the  Congress,  I  served  with  now-Sen- 
ator  Dorgan  on  a  committee  that  came  up  with  some  very  good  cuts 
in  overhead  across  the  board — domestic  programs,  military  pro- 
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grams.  It  is  billions.  And  I  would  suggest  that  you  to  read  that  re- 
port. 

Second,  I  am  pretty  tired  of  picking  up  the  military  bills  for  our 
friends  in  Europe  and  the  Far  East.  And  you  know  what?  If  you 
look  at  this  military  budget,  almost  half  of  it  goes  to  defend  NATO 
and  our  friends,  Japan  and  Korea.  I  like  them.  I  want  to  be  there 
with  them.  I  want  us  to  be  a  leader  in  the  world  as  much  as  any- 
body else.  But,  there  are  billions  of  dollars  tied  up  there.  I  hope  you 
will  look  at  the  issue  of  burden  sharing.  We  can  quantify  it.  I  think 
they  ought  to  make  more  of  a  contribution  than  they  are  making 
now. 

Thank  you  very  much,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you,  Senator  Boxer. 

Senator  Lott? 

Senator  Lott.  Thank  you,  Mr.  Chairman. 

Welcome,  Mr.  Director. 

Mr.  Panetta.  How  are  you  doing? 

Senator  Lott.  How  do  you  feel  on  that  side  of  the  table? 

Mr.  Panetta.  I  think  I  would  rather  be  up  there.  [Laughter.] 

Senator  Lott.  I  have  to  say,  and  I  think  I  have  told  you  this  per- 
sonally, when  the  President  indicated  that  you  would  be  his  selec- 
tion for  this  job,  I  thought  it  was  a  good  selection.  You  have  cer- 
tainly got  the  background  and  experience.  You  have  crunched  the 
numbers.  You  know  all  the  double  talk  that  we  all  participate  in 
on  baselines  and  numbers.  I  know  you  are  trying  to  do  a  good  job. 
It  is  a  very  tough  task,  and  we  will  try  to  help  you  sometimes.  Of 
course,  we  will  be  fighting  you  most  of  the  time,  I  fear.  [Laughter.] 

Based  on  your  past  record. 

Mr.  Panetta.  I  expected  that. 

Senator  Lott.  Let  me  ask  you  some  general  questions,  in  all  hon- 
esty here  now.  I  have  a  feeling  that  we  are  still  talking  about  a 
moving  target,  that  you  are  not  through.  This  plan  is  not  written 
in  stone. 

The  numbers,  the  cuts,  the  taxes,  I  assume  you  are  going  to  con- 
tinue to  make  changes  as  we  go  along,  and  that,  maybe,  a  month 
from  now  we  might  get  the  final  version. 

I  don't  mean  that  critically.  I  am  hoping  that  you  are  going  to 
say  yes,  because  I  think  there  are  improvements  that  can  be  made. 
I  think  you  know  you  have  made  some  mistakes.  I  mean,  it  always 
happens. 

So  isn't  this  really  something  that  still  can  be  massaged  and 
moved  around  where  there  are  real  problems,  where  improvements 
can  be  made? 

Mr.  Panetta.  Well,  as  I  think  I  indicated  in  my  confirmation 
hearings  and  publicly,  this  is  obviously — the  first  step  was  to 
present  the  meat  of  the  President's  economic  plan  here  so  we  could 
start  a  budget  resolution  moving,  and  we  could  also  try  to  start  ef- 
forts to  try  to  provide  some  stimulus. 

But  the  fuller  budget  we  will  present  in  the  latter  part  of  March, 
and  there  may  be  some  revisions  within  some  of  the  areas.  But  I 
should  be  straight  with  you,  Senator.  What  we  have  established  as 
levels  in  terms  of  each  of  the  departments,  we  are  going  to  hold  to 
those.  There  may  be  some  moving  around  within  those  depart- 
ments. 
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Senator  Lott.  Let  me  give  you  an  example.  I  am  particularly  of- 
fended by  the  same  old,  what  I  consider  to  be  tax  on  social  security. 
I  didn't  think  we  should  freeze  the  COLA.  I  don't  think  we  should 
cut  them.  I  buy  the  Moynihan  argument  this  is  a  trust  fund,  don't 
mess  around  with  it,  it  is  not  causing  the  problem.  And  I  don't  like 
the  tax  on  social  security  beneficiaries  that  make  above  a  certain 
level. 

But,  for  instance,  it  seems  to  me  that  when  you  go  to  85  percent 
taxes  above  the  $25,000,  that  is  bringing  it  awfully  low.  I  am  not 
suggesting  how  you  might  fix  it,  but  I  assume  you  might  be  consid- 
ering moving  that  level  where  it  begins  up  above  $25,000  and  do 
it  by  adjustments  on  the  percent  that  is  taxed.  I  am  not  advocating 
that,  but  I  am  just  citing  that  as  an  example  of  where  I  think  there 
is  an  unfairness  and  where  I  think  you  are  going  to  be  attacked 
vigorously  when  you  are  taxing  85  percent  of  the  social  security  in- 
come of  a  retired  school  teacher  who  is  widowed,  because  she 
makes,  a  little  above  $25,000. 

Mr.  Panetta.  Again,  I  don't  want  to  kid  you  or  anybody  else  out 
there  that  the  March  submission  is  going  to  change  that  policy.  We 
have  made  the  recommendation  on  that.  Obviously  the  committees 
that  are  going  to  deal  with  it,  both  Ways  and  Means  and  Finance, 
may  wish  to  make  some  revisions  on  that,  and  we  will  work  with 
them  in  that  process.  But  don't  expect  that  particular  proposal  to 
change  between  now  and  March. 

Senator  Lott.  Now,  we  are  talking  about  what  is  in  this  pro- 
posal, the  taxes  that  are  in  it,  the  spending  increases  and  so  forth. 
But  isn't  it  a  fact  also  that  when  we  try  to  factor  the  impact  on 
the  economy  of  tax  increases  that  we  are  probably  looking  for  a  sig- 
nificant tax  increase  in  connection  with  the  health  task  force,  the 
health  reform?  I  mean,  I  don't  see  any  excise  taxes  in  here,  but  ev- 
erybody knows  they  are  coming.  I  am  talking  about — well,  I  won't 
specify. 

Mr.  Panetta.  Sin  taxes. 

Senator  Lott.  I  won't  even  talk  about  them.  I  am  not  even  going 
to  say  the  word.  Go  ahead. 

Mr.  Panetta.  Again,  let  me  tell  you  the  dilemma  we  were  facing 
on  this  issue.  One  of  the  things  I  did  not  want  to  do  was  to  simply 
grab  a  number  out  of  the  air  on  health  care,  and  then  put  it  in  here 
as  savings,  because  I  didn't  want  to  be  accused  of  putting  black 
boxes  in  here.  And  so  there  were  some  that  suggested,  you  know, 
oh,  gee,  you  are  going  to  get  all  of  this  money  from  health  care,  so 
just  plug  in  a  number  on  health  care  savings. 

I  said  I  am  not  going  to  do  that  because  we  don't  have  a  health 
care  reform  proposal.  The  Administration  hasn't  presented  that. 

So  the  dilemma  we  faced  is:  In  the  absence  of  a  health  care  re- 
form proposal,  where  could  we  get  savings?  That  is  why  we  went 
to  the  medicare  savings  because  we  think  those  are  specific  policies 
that  can  be  implemented  under  any  circumstances. 

With  regard  to  health  care  reform,  there  are  some,  I  have  to  tell 
you,  Trent,  that  basically  think  that  you  can  implement  health  care 
reform  and  get  so  much  savings  that  you  not  only  can  help  reduce 
the  deficit,  but  you  can  pay  for  the  expansion  of  health  care.  I 
don't,  frankly,  believe  that. 
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Senator  Lott.  I  don't  believe  that  either.  I  was  just  trying  to 
make  the  point  that  people  need  to  realize  this  is  not  the  end  of 
tax  increase  proposals.  There  will  be  tax  increase  proposals  to  fund 
the  health  care  reform  package.  It  has  just  got  to  come. 

Mr.  Panetta.  Yes;  it  is  a  little  early  to  say,  but  I  suspect  that 
some  of  the  sin  taxes  probably  are  going  to  be  used  in  that  area. 

Senator  Lott.  Now,  on  defense,  you  know,  this  is  a  cookie  jar 
that  we  all  want  to  get  into.  We  have  already  made  agreements  for 
significant  cuts.  Now,  it  is  great  to  say  bring  them  home  from  Eu- 
rope. I  voted  for  that  years  ago  when  I  was  in  the  House.  I  thought 
the  numbers  were  way  too  high.  But  there  are  problems.  What  do 
we  do  with  them  when  we  get  them  back?  Where  do  they  go?  How 
do  we  get  them  into  the  economy?  How  do  we  get  them  into  a  job? 

During  the  campaign,  the  cuts  in  defense  I  thought  we  were  talk- 
ing about  were  $60  billion  over  5  years;  now  we  are  talking  about 
$112  billion  in  outlays  over  5  years. 

I  think  this  is  too  much,  too  fast.  I  think  that  we  will  work  with 
you  and  the  Senate  Armed  Services  Committee,  Sam  Nunn,  will 
work  with  you.  But  I  don't  think  we  can  achieve  these  numbers  in 
the  time  frame  that  you  have  got. 

But  what  worries  me,  is  that  you  look  at  Boeing  laying  off  peo- 
ple; you  look  at  the  other  defense-related  industries  that  are  going 
to  be  laying  people  off.  Shipbuilding,  obviously,  is  one  that  we  are 
going  to  reduce  from  600  ships  to  300  ships.  A  lot  of  jobs  for  low- 
income  people  and  minorities  are  going  to  be  affected. 

In  your  calculations  on  the  economy  did  you  factor  in  the  addi- 
tional job  losses  that  we  face  in  the  defense  industry  with  this  type 
and  this  magnitude  of  additional  cuts? 

Mr.  Panetta.  Obviously  we  are  going  through  a  transition  now 
with  regard  to  even  the  Bush  proposals  on  defense,  and  there  will 
be  that  much  more  of  a  transition  that  we  have  to  go  through  in 
these  next  4  years.  The  key  to  that,  obviously,  was  to  try  to  provide 
as  much  as  we  can  in  terms  of  defense  conversion  assistance  to 
communities.  I  am  going  through  it  in  the  community  that  I  was 
a  part  of  in  California,  so  I  know  what  it  means. 

On  the  other  hand,  it  also  offers  communities  opportunities  to  get 
off  of  the  defense  base  and  move  to  a  more  solid  domestic  base  in 
terms  of  their  economies  for  the  future. 

But  let  me  tell  you  my  bigger  problem.  My  bigger  problem  is  I 
hear  a  lot  of  criticism  about  where  are  we  going  to  get  the  money 
to  reduce  the  deficit  in  terms  of  bigger  spending  cuts,  and  let  me 
just  summarize  what  you  have  just  done.  You  have  basically  said 
you  don't  like  the  defense  cuts,  you  don't  like  the  social  security 
hikes,  you  don't  want  to  raise  taxes.  I  guess  I  have  got  to  ask  you: 
Where  do  we  go  in  order  to  deal  with  this  problem? 

Senator  Lott.  Well,  Leon,  I  know  you  well  enough  to  know  that 
you  know  where  all  the  goodies  are.  And  I  know  that  you  know  we 
can  get  more  than  $2  billion  in  spending  cuts  the  first  year.  There 
are  a  lot  of  lists  floating  around.  I  have  got  just  here  in  my  pocket 
a  suggested  list  of  $216  billion  that  just  about  everybody  would 
agree  with,  including  you.  I  will  be  glad  to  provide  that  to  you. 

Mr.  Panetta.  Let  me  have  that  list.  I  want  to  see  those  painless 
cuts. 
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Senator  Lott.  I  am  just  worried  that  we  haven't  done  anything 
about  spending  cuts,  and  we  are  starting 

Senator  Lautenberg.  Will  you  put  that  in  the  record,  Mr.  Chair- 
man? 

Senator  Lott  [continuing].  Off  saying  taxes,  taxes,  but  we  will 
have  an  opportunity  to  explore  those  further  with  you  later  on. 

Mr.  Panetta.  OK 

Senator  Lott.  Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you. 

Senator  Lautenberg.  I  would  propose  that  we  put  Senator  Lott's 
list  in  the  record,  Mr.  Chairman. 

Senator  Lott.  I  am  going  to  keep  it  right  here.  [Laughter.] 

Let's  see  yours  first. 

Chairman  Sasser.  Senator  Exon? 

Senator  Exon.  Mr.  Chairman,  thank  you  very  much. 

Welcome,  Mr.  Director,  and  let  me  add  my  warm  words  of  en- 
couragement to  you.  We  all  know  you  very,  very  well,  and  I  know 
you  are  working  on  some  very,  very  difficult  tasks,  which  I  guess 
points  up  just  how  critically  important  what  we  do  or  don't  do  is 
to  the  future  of  America.  So  I  appreciate  and  applaud  your  deter- 
mined efforts. 

I  have  many  concerns  about  the  overall  plan  from  both  sides,  the 
revenue  side  and  the  cutting  side,  as  I  think  every  Member  of  the 
Senate  and  probably  the  House  of  Representatives  does. 

Let  me  ask  you  this  question,  though:  Given  the  experience  that 
you  have  had,  and  there  are  lots  of  experiences,  with  all  of  the  var- 
ious plans — and  I  won't  enumerate  them,  but  there  have  been  a  lot 
of  them  to  attack  this  budget  problem  over  the  years.  I  think  most 
or  all,  I  think,  for  various  reasons  these  plans,  although  well  docu- 
mented and,  for  the  most  part,  I  think  well  intentioned,  have  fallen 
and  we  have  continued  to  see  the  rise  in  the  annual  budget  deficits. 
And,  of  course,  most  important  and  worst  of  all,  the  result  of  that 
is  skyrocketing  national  debt. 

I  have  some  concerns  with  the  plan.  We  talk  about  caps.  We  talk 
about  sequesters.  We  have  had  all  kinds  of  magic  formulas.  I  don't 
call  them  gimmicks.  They  weren't  gimmicks.  But  they  haven't 
worked.  And  I  think  you  would  be  the  first  to  agree  that  while 
there  are  lots  of  excuses  as  to  why  they  didn't  work,  they  didn't 
work. 

What  have  you  designed  for  this  particular  plan,  assuming  it  was 
passed  as  presented  by  you  and  the  President,  what  is  the  dis- 
cipline, what  is  the  key  discipline  factor  in  this  that  could  keep  us 
from  concluding  that,  as  well  intentioned  as  it  is,  there  is  a  chance 
that  it  wouldn't  be  any  more  effective  or  accomplish  the  end  result 
than  all  the  other  plans  that  we  have  hatched  and  re-hatched  and 
come  to  confrontation  with  over  the  years? 

Mr.  Panetta.  Senator,  that  has  always  been  a  concern,  whether 
it  has  been  a  budget  summit  or  a  budget  agreement  of  any  kind. 
The  question  is:  How  do  you  enforce  it  and  give  it  the  teeth  it 
needs  in  order  to  make  it  work?  And  there  have  been  a  lot  of  failed 
efforts  in  the  past,  and  Gramm-Rudman,  for  all  of  its  good  will,  un- 
fortunately when  it  set  some  kind  of  arbitrary  deficit  target,  cre- 
ated almost  an  impossible  burden,  and  it  resulted  in  revision  upon 
revision  upon  revision. 
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Probably  the  best  tools  that  we  had  were  implemented  in  the 
1990  budget  agreement,  because  what  you  did  in  the  1990  budget 
agreement  is  that  we  basically  focused  not  on  getting  to  a  certain 
deficit,  but  on  a  deficit  reduction  target.  And  then  we  backed  it  up 
with  caps  on  discretionary  spending.  We  backed  it  up  with  a  pay- 
as-you-go  requirement  to  try  to  cover  any  additional  increases,  par- 
ticularly in  the  entitlement  area.  And  then  you  provided  the  se- 
quester tool,  which  basically  meant  if  you  didn't  stay  within  those 
caps  you  would  cut  across  the  board. 

What  we  do  here  is  basically  propose  that  we  extend  those  same 
tools  to  this  budget  proposal.  We  establish  a  single  discretionary 
spending  cap  with  regard  to  combined  defense  and  non-defense 
spending,  at  least  within  that  single  cap.  Second,  we  continue  the 
pay-as-you-go  requirement  so  that  no  bills  can  pass  unless  they  are 
fully  covered  in  terms  of  their  expenditures  on  the  entitlement  and 
tax  side.  And,  third,  we  do  continue  the  sequester  tool. 

In  addition  to  that,  the  President  feels  strongly  that  he  should 
have  the  enhanced  rescission  authority  and  that  he  should  be  given 
the  ability  not  only  to  recommend  rescissions,  but  that  the  Con- 
gress should  vote  on  those  rescissions.  So  those  are  some  of  the 
tools  that  we  would  advance  to  try  to  put  some  teeth  in  this 
process. 

Senator  EXON.  Are  you  telling  me,  in  response  to  my  question, 
that  you  feel  that  that  summit  meeting  at  Andrews  Air  Force 
Base — which  I  didn't  vote  for,  frankly,  because  I  didn't  think  it  was 
going  to  work.  I  don't  think  it  has  worked.  Certainly  you  have  not 
met  the  goals,  have  you,  of  budget  reduction  and  restraint  in 
spending  that  was  envisioned  there? 

Mr.  Panetta.  As  a  matter  of  fact,  we  have. 

Senator  Exon.  We  have? 

Mr.  Panetta.  Yes. 

Senator  Exon.  In  other  words,  it  was  a  success? 

Mr.  Panetta.  It  was  a  success  in  the  sense  that  we  have  stayed 
within  the  caps  established  by  the  budget  agreement,  and  there 
has  been  no  program  that  has  been  adopted  that  was  not  paid  for 
and  I  think  it 

Senator  Exon.  Have  we  stayed  within  the  anticipated  deficits 
each  year,  and  have  we  stayed  within,  Mr.  Director,  the  borrowing 
authority  that  was  envisioned  then,  or  wasn't  that  taken  into  con- 
sideration? 

Mr.  Panetta.  Again,  basically,  and  I  think  it  was  a  strength  of 
the  agreement  that  we  focused  on  the  structural  deficit,  and  so  we 
focused  on  a  deficit  reduction  number,  in  other  words,  what  we 
wanted  to  achieve  in  deficit  reduction  each  year. 

Now,  the  reason  the  deficit  has  gone  up — I  mean  we  thought  we 
were  going  to  reach  $250  or  $260  billion  deficits,  hopefully,  by  1995 
and  1995 — the  reason  it  has  gone  up  is  not  because  of  the  struc- 
tural side,  where  we  have  actually  maintained  pretty  good  dis- 
cipline. The  problem  has  been  lost  revenues  to  the  government,  be- 
cause of  a  recession,  also  the  S&L  crisis,  and,  in  addition  to  that, 
the  entitlement  programs  have  gone  up.  One  area  we  did  not  cover 
in  the  1990  agreement  very  effectively,  very  frankly,  was  the  enti- 
tlement programs. 
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Senator  Exon.  Mr.  Chairman,  my  time  is  up.  I  think  that  the  an- 
swer to  my  question  just  stated  by  the  Director  is  that  the  damn 
thing  didn't  work  again  for  this  time  for  reasons  that  the  revenue 
didn't  come  in. 

Once  again,  Mr.  Director,  I  must  tell  you,  in  all  due  respect,  that 
I  am  not  satisfied  with  the  discipline  that  you  have  herein.  I  would 
just  like  to  add  in  30  seconds,  Mr.  Chairman,  I  happen  to  feel  that 
we  are  indeed  at  a  cross-roads.  I  think  the  Administration  has 
tried,  and  I  think  we  have  tried  here.  We  are  going  to  have  to  come 
out  of  this  visit  maybe  with  something,  if  anything  is  done.  It  is 
pretty  clear  to  me  from  what  I  have  hard  in  the  last  few  days  that 
we  are  headed  right  back  for  gridlock  once  again,  and  I  suggest 
that,  as  good  or  bad  as  the  President's  and  your  plan  is,  it  is  not 
going  to  go  through  the  Congress,  it  has  no  chance  of  going  through 
the  Congress  without  some  changes. 

I  would  hope,  Mr.  Chairman,  once  again,  in  the  offer  of  some 
kind  of  compromise  and  putting  the  interest  of  America  first,  that 
the  two  of  you  get  together  and  come  up  with  some  kind  of  a  plan 
or  proposal,  you  know,  using  the  President's  suggestions  and  de- 
tailed suggestions  as  a  basis  for  something  that  we  can  change  and 
maybe  get  enough  votes  out  of  this  committee  to  report  it  to  the 
floor,  otherwise,  the  market  is  going  to  go  on  wanting  once  again. 

Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you,  Senator  Exon. 

Senator  Domenici? 

Senator  Domenici.  Thank  you  very  much,  Mr.  Chairman. 

Chairman  Panetta,  I  will  submit  some  questions  just  so  that  I 
will  better  understand  some  of  the  details. 

Let  me  make  a  couple  of  observations  for  you.  I  don't  expect  you 
to  agree  with  them,  but  I  think  they  are  right,  and  you  can  look 
at  them  and  later  on  perhaps  give  your  version. 

Frankly,  the  reason  Senator  Gorton  raised  the  concept  of  family 
economic  income  is  very,  very  important.  The  Administration  and 
our  President  have  been  saying  that  the  $100,000  family  income 
level  is  a  dividing  point  and  that  70  percent  of  the  new  taxes  are 
going  to  be  paid  by  families  making  over  $100,000. 

Well,  the  problem  is  you  are  using  a  new  definition  for  how  you 
get  to  $100,000.  You  are  using  the  family  economic  income.  If  you 
used  the  definition  that  CBO  uses,  that  $100,000  dividing  point  be- 
comes $85,000.  You  should  be  saying  70  percent  of  the  new  taxes 
come  from  families  with  incomes  of  over  $85,000.  Even  the  $30,000 
threshold,  which  is  also  used,  comes  down  some  as  well.  I  don't 
know  what  the  new  threshold  is,  but  I  am  going  to  give  you  my 
rough  guess.  It  is  around  $21,000.  So  I  think  it  is  important  that 
you  take  a  serious  look  at  it  just  from  the  factual  standpoint. 

Mr.  Panetta.  Sure. 

Senator  Domenici.  I  believe  it  is  not  $100,000.  I  think  it  is 
$85,000  in  income  that  is  going  to  pay  70  percent  of  the  new  taxes. 

Mr.  Panetta.  I  will  try  to  define  that  for  you,  Senator,  but  I  also 
want  to  make  clear  that  the  formula  on  the  family  economic  income 
is  one  that  the  Reagan  administration  used  in  1986,  so  it  is  not  a 
new  formula. 

Senator  Domenici.  Well,  they  may  have,  but  we  use  CBO  and 
the  Joint  Tax  Committee  and  we  have  never  used  that  method  of 
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calculating  income.  The  President  used  that  concept  to  tell  us  only 
$100,000  earners  are  going  to  pay  most  of  the  new  taxes,  and  I 
think  it  is  $85,000. 

I  wish  you  would  consider  one  thing  that  is  somewhat  parochial, 
but  I  think  it  has  some  real  interest  to  the  country:  The  highest 
Btu  tax  is  going  to  be  paid  on  crude  oil.  The  theory  behind  that 
is  that  we  import  so  much  that  it  is  a  national  security  problem. 

Frankly,  it  seems  to  me  that  the  tax  is  also  punishing  independ- 
ent production  of  oil,  which  is  something  we  really  would  like  to 
encourage.  That  independent  producer  is  going  to  pay  the  highest 
of  all  Btu  taxes.  I  think  this  might  be  one  where  you  might  make 
an  exception.  The  result  would  be  more  domestic  oil  production  and 
less  foreign  imports.  What  you  are  going  to  do  is  cause  less  domes- 
tic production  by  having  the  highest  tax  on  oil,  and  I  think  you 
ought  to  look  at  that,  for  a  number  of  States  are  going  to  be  very 
concerned  about  that. 

Mr.  PANETTA.  As  I  said,  the  formula  is  still  being  worked  on  by 
Treasury,  since  we  really  don't  have  the  kind  of  modified  Btu  for- 
mula that  exists.  One  of  the  problems  we  were  looking  at — obvi- 
ously, we  started  with  perhaps  a  carbon  tax,  and  that  was  rejected 
because  of  its  impact  on  certain  industries.  We  looked  at  an  ad  va- 
lorem, but  there  was  concern  about  that  in  terms  of  energy  effi- 
ciency. So  what  you  have  is  now  this  modified  Btu,  and  I  think  the 
concerns  you  raise  we  need  to  look  at. 

Senator  Domenici.  I  will  submit  this  for  the  record — I  would  like 
you  to  look  at  the  amount  of  deficit  reduction  that  comes  from  cut- 
ting expenditures  as  compared  with  raising  taxes.  I  am  going  to  in- 
sert in  the  record  my  detailed  list.  I  have  concluded  that  it  is  $1 
in  new  taxes  for  44  cents  in  expenditure  reductions.  I  don't  want 
to  argue  the  point  with  you  now,  but  maybe  you  can 

Mr.  Panetta.  Did  you  put  fees  on  that  list? 

Senator  Domenici.  Yes.  Yes,  but  that  is 

Mr.  Panetta.  Come  on,  Senator  Domenici,  you  know  better  than 
that.  [Laughter.] 

Senator  DOMENICI.  Yes,  I  put  fees  in  the  expenditure  side,  just 
like  you  did. 

Mr.  Panetta.  You  put  the  fees  in  the  spending  side? 

Senator  Domenici.  Yes. 

Mr.  Panetta.  OK  I  will  be  happy  to  look  at  that. 

[The  information  referred  to  follows:] 
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CLINTON  BUDGET  PLAN  BY  CATEGORY 

(Deficit  impact  in  $  billions  from  uncapped  baseline) 


1993 

1994 

1995 

1996 

1997 

1998 

1993-98 

Defense 



-12.0 

-21.2 

-34.9 

-57.5 

-61.2 

-186.8 

Bush 

— 

-5.3 

-9.5 

-15.2 

-20.0 

-24.8 

-74.8 

Clinton 

— 

-6.7 

-11.7 

-19.7 

-37.4 

-36.3 

-111.8 

Nondefense  discretionary: 

Reductions 

— 

-4.1 

-9.8 

-14.9 

-19.7 

-22.4 

-70.9 

Stimulus 

5.1 

5.9 

2.1 

0.8 

0.4 

0.2 

14.5 

Investment 

— 

5.4 

17.9 

28.6 

36.4 

41.6 

129.9 

Subtotal 

5.1 

7.2 

10.2 

14.5 

17.1 

19.4 

73.5 

Entitlement/mandatory: 

Reductions 

— 

-5.3 

-9.5 

-14.1 

-22.8 

-26.1 

-77.8 

Stimulus 

3.2 

3.2 

Investment 

— 

3.4 

2.0 

3.0 

3.0 

3.0 

14.4 

Subtotal 

3.2 

-1.9 

-7.5 

-11.1 

-19.8 

-23.1 

-60.2 

Offsetting  Receipts 

— 

-0.8 

-1.4 

-4.8 

-8.2 

-9.3 

-24.5 

Total  spending 

8.3 

-7.5 

-19.9 

-36.3 

-68.4 

-74.2 

-198.0 

Bush 

— 

-5.3 

-9.5 

-15.2 

-20.0 

-24.8 

-74.8 

Clinton 

— 

-2.2 

-10.4 

-21.1 

-48.4 

-49.4 

-123.2 

Revenues:  a/ 

Increases 

-2.9 

-48.9 

-56.4 

-72.6 

-89.7 

-89.8 

-360.3 

Stimulus 

6.4 

12.8 

17.1 

14.8 

15.3 

17.0 

83.4 

Subtotal 

3.5 

-36.1 

-39.3 

-57.8 

-74.4 

-72.8 

-276.9 

Debt  service 

0.3 

-0.4 

-2.9 

-7.1 

-13.8 

-22.0 

-45.9 

Other  interest 

— 

-1.6 

-2.7 

-3.3 

-3.9 

-4.9 

-16.4 

Total  budget 

12.1 

-45.6 

-64.8 

-104.5 

-160.5 

-173.9 

-537.2 

Details  may  not  add  to  totals  due  to  rounding. 

a/  Revenue  increases  are  shown  as  negative  because  they  reduce  the  deficit. 

Senator  Domenici.  It  still  comes  out  this  way,  from  what  I  can 
tell. 

Mr.  Panetta.  All  right.  No,  I  thought  you  had  taken  fees  and  put 
them  on  the  revenue  increase  side. 

Senator  Domenici.  They  really  belong  there  from  the  average 
citizen's  standpoint. 

Mr.  Panetta.  I  understand. 

Senator  Domenici.  You  think  they  don't  belong  there  for  tech- 
nical reasons. 

Now,  let  me  raise  one  question  that  I  think  is  rather  serious,  but 
you  have  to  listen  to  whether  my  logic  makes  any  sense,  Mr.  Direc- 
tor, and  it  probably  does  not.  [Laughter.] 
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You  see,  when  we  did  the  5-year  economic  summit  in  1990,  we 
said,  fellow  Americans,  we  want  to  ask  you  to  pay  $160  billion  in 
new  taxes.  In  exchange  for  those  new  taxes  we  agree  to  cut  pro- 
grams by  capping  domestic  spending  for  3  years.  Then  we  put  a  cap 
on  defense  and  domestic  spending  that  was  going  to  last  for  2  addi- 
tional years. 

Now,  my  understanding  of  this  is  that  the  American  people  bar- 
gained that  day,  when  we  finally  passed  that,  and  they  said  we  will 
pay  these  taxes  for  these  cuts.  Now,  Mr.  Director,  it  seems  to  me 
that  you  ought  not  charge  the  American  taxpayer  twice  for  the 
same  savings.  I  think  it  is  not  right  to  change  the  baseline  of  ex- 
penditures away  from  the  caps  which  in  a  sense  they  already 
bought. 

You  come  along  and  say,  well,  we  are  not  going  to  use  that  line, 
we  are  going  to  use  inflation  added  to  everything.  Then  we  are 
going  to  come  down  below  that  cap  a  little  bit  and  we  are  going 
to  tell  the  American  people  that's  a  new  cut  in  expenditures.  I 
think  they  have  already  paid  $123  billion  in  spending  cuts  and  you 
are  asking  them  to  pay  that  again. 

You  can  think  that  over.  I  believe,  though,  you  will  find  that 
even  CBO  does  not  use  your  baseline,  since  we  are  talking  about 
the  integrity  of  the  Congressional  Budget  Office.  They  use  a  capped 
baseline,  because  they  assume  that  is  current  law.  Your  baseline 
goes  up  $123  billion,  and  then  you  bring  it  down,  and  now  you  ask 
for  more  taxes  for  it. 

Mr.  Panetta.  Let  me  tell  you  what  the  problem  is  we  have,  and 
basically  the  example  is  the  defense  budget.  We  thought  we  were 
going  to  get  so  much  savings  out  of  the  defense  budget.  We  are  not 
going  to  get  those  savings.  Now,  how  do  you  then  account  for  that, 
Senator?  I  mean  if  they  fall  short  in  the  savings  on  the  defense 
budget,  which  we  think  is  going  to  be  anywhere  from  $5  to  $10  bil- 
lion, I  mean  how  do  we  adjust  for  that? 

Senator  Domenici.  Mr.  Director,  you  could  give  us  that  answer 
and  you  could  say  defense  is  off  by  a  little  bit,  but  I  am  talking 
about  a  huge  difference.  The  bargain  the  people  struck  with  this 
Congress  in  the  economic  summit,  should  at  least  be  lived  up  to  in 
terms  of  getting  the  savings  that  we  agreed  to  for  the  dollars  we 
were  taxed. 

Mr.  Panetta.  Let  me  again  just  say  I  think  on  the  baseline 
issue,  I  guess  we  can  engage  in  what  I  view  as  kind  of  a  technical 
argument  about  whether  you  used  the  capped  baseline  or  the  un- 
capped baseline.  I  have  looked  at  both  of  them,  and  what  we  tried 
to  do  was  to  take  CBO's  projections  and  put  them  into  our  com- 
putation with  revenues  to  give  us  the  baseline  we  are  working  off 
of,  and  we  are  happy  to  share  that  with  you  and  your  staff. 

But  I  think  the  bigger  issue  is  (a)  do  we  stay  within  the  caps  for 
1993?  We  do.  Do  we  stay  within  the  caps  for  1994?  We  will.  Do  we 
stay  within  the  caps  for  1995?  No,  we  don't  on  the  outlay  side,  be- 
cause by  that  time  our  hope  is  we  have  passed  an  economic  plan 
that  readjusts  those  caps. 

Senator  Domenici.  Well,  Mr.  Director 

Mr.  Panetta.  In  your  words,  we  have  struck  a  new  bargain  with 
the  American  people. 
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Senator  Domenici.  Mr.  Director,  I  really  don't  want  to  leave  the 
impression  that  these  numbers  don't  count  for  anything.  Frankly, 
the  American  people  are  worried  about  spending.  I  really  don't  be- 
lieve, while  they  are  currently  saying  they  support  this  overall 
plan,  I  really  think  they  believe  there  are  dramatic  cuts  in  the  ex- 
penditure side  of  this  government  and  that  is  why  they  are  sup- 
porting these  taxes.  I  am  just  trying  to  make  the  point  that  I  don't 
think  that  is  the  case.  I  think  you  are  double-counting  a  big  chunk 
of  the  savings,  because  we  already  bargained  for  those. 

Now,  leave  that  alone  a  minute  and  let  me  address  the  issue  of 
investments.  We  have  heard  that  if  you  are  not  for  this  list  of 
spending  increases,  you  are  against  investments.  I  think  we  may 
very  well  have  a  philosophical  difference  and  maybe  that  is  what 
this  budget  comes  down  to  this  year. 

But  I  do  not  believe  we  are  willing  to  change  the  definition  of 
government  spending  from  spending  to  investment.  I  think  we 
know  when  the  government  is  spending  too  much  money.  Now  we 
are  confronted  and  the  American  people  are  confronted  with  spend- 
ing more,  not  less,  in  the  discretionary  programs  of  this  country. 
The  reason  given  for  it  is  that  we  need  to  invest. 

You  understand  the  American  people  pay  taxes  so  the  govern- 
ment can  spend  and,  frankly,  we  believe  when  you  tax,  you  make 
it  harder  for  the  private  sector  to  grow  and  hire  people. 

You  know,  if  you  are  wondering  about  Boeing's  employees  and  if 
you  are  wondering  about  the  military  conversion,  Mr.  Director,  the 
best  conversion  program  in  the  world  is  sustained  economic  growth 
with  low  inflation.  That  is  the  best  conversion  program.  That  is  the 
best  medicine  to  help  with  Boeing.  That  is  the  best  medicine  to 
help  with  all  this  business  about  American  jobs.  And  we  don't  feel 
this  large  a  tax  in  exchange  for  this  small  reduction  in  expendi- 
tures makes  economic  sense.  It  won't  create  jobs. 

Now,  I  just  want  to  remind  you  the  President  has  called  for  an- 
other $20  billion  in  spending  this  year  and  he  calls  it  investment. 
No,  it  is  just  taking  35  programs  of  the  government  and  adding  to 
them.  You  can  go  through  them,  I  say  to  my  friend  from  Connecti- 
cut, and  you  pick  out  which  ones  are  investments.  I  look  at  them 
and  I  will  tell  you  that  only  3  of  them  are  investments,  but  we  are 
going  to  spend  $20  billion  more. 

Today,  leading  economic  evaluators  are  saying  we  are  probably 
wrong  on  how  the  economy  performed  in  the  last  quarter,  and  I  am 
delighted  to  say  we  are  wrong  on  the  low  side.  Senator  Gramm, 
they  are  estimating  now  that  it  is  5  percent  growth  in  the  fourth 
quarter  of  1992,  instead  of  3.8  percent.  That  is  today's  news. 

Mr.  Director,  you  can't  have  it  much  better  than  5  percent 
growth,  and  when  you  stimulate  a  5  percent  growth  economy, 
frankly,  you  are  just  spending  taxpayers'  money.  It  can't  be  any 
other  way. 

Mr.  Panetta.  Senator,  you 

Senator  Domenici.  I  am  finished. 
Mr.  Panetta.  I  understand.  Let  me- 


Senator  Domenici.  I  thank  you  very  much  for  your  attention  and 
for  your  wonderful  job,  and  I  think  we  may  accommodate  each 
other  here  and  there  and  we  are  going  to  try. 
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Mr.  Panetta.  At  some  point,  I  am  sure  we  can;  we  have  done 
that  in  the  past.  Let  me  just  make  some  comments.  First  of  all,  on 
the  recovery  issue,  I  go  back  to  California  and  I  ask  working  fami- 
lies in  my  district  do  you  think  the  recovery  is  OK,  and  there  isn't 
a  working  family  I  have  talked  to  that  says  that  this  economy  is 
doing  well. 

Maybe  you  have  got  some  recovery  numbers,  and  I  have  looked 
at  them,  but  I  will  tell  you,  when  you  talk  to  ordinary  people,  when 
you  talk  to  working  families,  they  are  very  concerned  about  the 
problems  in  this  economy  and  I  share  that  concern. 

I  think  what  you  said  happen  over  the  Christmas  period,  was 
maybe  some  people  feeling  a  little  better  and  adding  some  money 
to  their  credit  cards,  but  they  still  don't  have  the  jobs  to  be  able 
to  pay  those  bills  and  that  is  what  concerns  me,  and  I  think  we 
have  got  to  decide  whether  or  not  we  are  satisfied  with  that  situa- 
tion. 

Second,  let  me  mention  with  regard  to  the  whole  issue  of  trying 
to  improve  the  balance  in  this  thing  and  trying  to  focus  on  invest- 
ments versus  trying  to  get  additional  spending  reductions,  we  may 
have  a  definitional  problem.  Obviously,  I  look  at  certain  programs 
and  I  know  what  good  investments  are.  When  you  invest  in  a  WIC 
Program  or  the  Head  Start  Program  or  you  invest  in  immunization 
or  you  invest  in  some  of  those  areas,  I  think  that  is  an  investment. 

When  you  add  some  subsidies  to  a  program  the  way  we  built  up 
subsidies  for  some  programs,  I  would  say  that  is  not  an  invest- 
ment, and  we  probably  would  agree  with  that.  So  we  do  have  a 
definitional  problem. 

I  think  the  country  right  now,  we  have  got  to  target  some  invest- 
ments. I  think  we  have  got  to  target  it  at  infrastructure,  we  have 
got  to  target  it  at  kids  in  this  country,  we  have  got  to  target  it  to 
towards  mothers  and  families,  working  families.  I  think  that  is 
what  we  have  to  invest  in. 

Last,  let  me  tell  you  on  the  spending  stuff,  you  know,  I  am  at 
the  point  where  I  am  a  little  frustrated,  frankly,  because  I  hear  ev- 
erybody talking  about  let's  see  additional  spending  cuts.  With  all 
due  respect  to  you  and  Senator  Nunn,  in  your  proposal  that  you 
presented,  you  listed  about  12  proposals  for  cutting  spending  that 
total  about  $65  billion.  There  is  $1.4  trillion  that  you  didn't  say 
where  it  was  going  to  come  from,  $1.4  trillion. 

Senator  Domenici.  That  is  domestic.  We  have  entitlements  in 
there,  and  you  have  got  to  get  that  number. 

Mr.  Panetta.  But  you  don't  have  any  specifics  on  entitlements, 
am  I  right? 

Senator  Domenici.  We  will  explain  that  to  you  in  a  minute. 
[Laughter.] 

Mr.  Panetta.  I  want  to  hear  the  explanation  on  entitlements. 

Senator  Domenici.  Mr.  Director,  let  me  just  talk  to  you  for  1 
minute.  You  are  talking  to  the  American  people  who  are  worried 
about  the  American  economy,  because  the  economy  is  not  affecting 
their  daily  lives  as  well  as  they  would  hope. 

Well,  let  me  just  say  I  would  vote  with  you  three  times  if  I  be- 
lieved a  program  to  spend  $20  billion  in  new  government  programs 
of  the  type  that  governors  and  the  mayors  came  up  here  and  clam- 
ored for  was  going  to  make  those  Americans  get  better  jobs  and  the 
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American  economy  perform  better.  I  just  believe  after  you  put  new 
spending  in,  the  Americans  are  going  to  feel  exactly  the  same,  un- 
less the  American  economy  continues  to  grow. 

Mr.  Panetta.  Oh,  yes,  absolutely. 

Senator  Domenici.  It  doesn't  have  much  to  do  with  that  $20  bil- 
lion. 

Mr.  Panetta.  Absolutely.  I  don't  disagree  with  you.  This  whole 
plan  has  to  be  based  on  the  fact  that  the  economy  must  grow,  but 
the  only  way  it  grows  is  if  you  keep  the  recovery  going,  if  you  make 
the  investments  that  need  to  be  made  within  our  society  and  you 
cut  the  deficit.  That  is  the  way  you  get  a  growing  economy  and  that 
is  what  people  are  going  to  look  at. 

As  I  said,  what  I  am  hearing  is  a  lot  of  people  saying  we  ought 
to  do  more  on  the  spending  side,  but  I  have  yet  to  get  specific  rec- 
ommendations that  don't  include  some  gimmicks. 

Senator  DOMENICI.  Well,  what  are 

Mr.  Panetta.  That  is  what  I  want  to  hear. 

Senator  Gramm.  Well,  start  with 

Chairman  Sasser.  Senator  Gramm,  you  are  going  to  have  your 
turn  to  question.  Now,  we  have  had  Senators  who  have  been  sitting 
here  for  2  hours  and  15  minutes  who  have  not  had  an  opportunity 
to  say  anything. 

Are  you  finished,  Senator  Domenici? 

Senator  Domenici.  I  was  just  going  to  say  let's  start  with  the  $20 
billion  and  not  spend  it.  You  want  specifics,  I  give  you  that. 

Mr.  Panetta.  Does  that  mean  you  will  take  the  tax  increases? 

Senator  Domenici.  Wait  a  minute,  we  have  got  to  get  the  cuts 
down  first. 

Mr.  Panetta.  I  know,  but  are  you  going  to  take  the  tax  in- 
creases? 

Senator  Domenici.  Of  course  not. 

Mr.  Panetta.  Then  we  have  got  another  hole  to  fill,  don't  we? 

Senator  Domenici.  I  think  we  should  cut  the  budget,  make  sure 
it  is  cut  and  then  look  at  taxes.  The  budget  is  going  to  go  up  in 
the  fifth  year  and  up  in  the  sixth  year  and  up  in  the  seventh  year. 

Mr.  Panetta.  However  you  want  to  approach  it,  I  think  we  ought 
to  try  to  reach  that  $500  billion  target  in  deficit  reduction  by  1998. 

Senator  Gramm.  You  didn't  reach  it. 

Chairman  Sasser.  Senator  Sarbanes? 

Senator  Sarbanes.  Thank  you  very  much,  Mr.  Chairman. 

Actually,  the  thrust  of  this  discussion  is  the  point  I  wanted  to 
pick  up  on.  I  am  sorry  Senator  Domenici  has  left,  because  I  know 
he  was  supportive  of  the  1990  agreement  that  was  reached,  and  we 
stuck  to  the  undertakings  of  that  agreement  as  far  as  spending  was 
concerned.  Certain  commitments  were  made  that  spending  would 
not  exceed  certain  levels  and  we  stayed  below  those  levels. 

Then  the  question  is  asked,  if  we  stayed  below  those  levels,  how 
come  the  deficit  was  higher,  rather  than  lower.  It  is  a  reasonable 
question.  The  answer  to  that  is  that  what  the  agreement  did  is  to 
say,  we  are  not  going  to  hold  you  in  a  straitjacket  when  the  econ- 
omy changes.  It  made  certain  assumptions  about  what  the  economy 
was  going  to  do,  but  the  economy  didn't  do  it.  The  economy,  in  fact, 
went  into  a  recession  and  it  stayed  in  it  for  a  long  time.  We  are 
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not  getting  any  jobs,  and  the  consequence  of  that  is  we  get  a  bigger 
deficit  figure. 

The  reason  I  touch  on  that  history  is  I  think  it  underscores  the 
importance  of  ensuring  that  economic  recovery  continues  and,  in 
fact,  be  given  some  impetus.  Therefore,  I  think  the  stimulus  pro- 
gram is  in  fact  very  important  in  getting  at  the  deficit  reduction 
goals,  because  you  are  not  going  to  succeed  in  reducing  your  deficit 
with  a  weak  and  anemic  economy. 

I  think  the  American  people  are  concerned  about  jobs.  Business 
Week  has  got  a  cover  here,  "Jobs,  Jobs,  Jobs:  The  economy  growing, 
but  employment  lags  badly."  That  is  absolutely  on  target.  I  mean 
this  chart  shows  the  lack  of  job  growth  in  this  recovery  compared 
with  a  normal  recovery,  and  the  blue  line  is  what  you  would  get 
in  a  normal  recovery.  At  this  point,  we  are  22  months  out  of  the 
trough  of  this  recession,  and  the  yellow  line  down  here  shows  what 
we  have  recovered. 
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We  have  not  recovered  in  this  recession  anywhere  close  to  the 
jobs  that  have  been  recovered  in  previous  recessions.  One  reason 
is  that  we  have  had  a  contractionary  fiscal  policy,  as  a  consequence 
of  the  1990  agreement,  and  we  unfortunately  got  a  contractionary 
monetary  policy  from  the  Federal  Reserve. 

What  the  Clinton  administration  is  projecting  in  the  out  years, 
is  a  contractionary  fiscal  policy  as  a  consequence  of  this  deficit  re- 
duction program.  To  make  sure  this  policy  does  not  throw  the  econ- 
omy downward  and  drive  your  deficit  up,  you  have  got  to  have  two 
things:  One,  you  have  to  have  some  stimulus  now  to  get  the  econ- 
omy moving.  It  is  like  a  plane  taking  off  and  it  is  starting  to  rise, 
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starting  to  go  up,  you  have  got  to  get  enough  power  as  it  moves 
upwards,  that  when  you  attach  the  deficit  reduction,  which  is 
contractionary,  it  doesn't  throw  the  plane  into  a  downward  path. 
The  stimulus  will  help  to  do  that.  We  also  need  an  accommodating 
monetary  policy  from  the  Federal  Reserve  in  order  to  do  this. 

The  fact  of  the  matter  is  that  we  have  got  an  unemployment  rate 
today  that  is  higher  than  it  was  at  the  end  of  the  recession.  Twen- 
ty-two months  after  the  trough  of  this  recession,  the  unemployment 
rate  is  higher  than  it  was  at  the  trough.  Never  before  has  an  un- 
employment rate  been  higher  22  months  into  a  recovery  than  when 
the  recovery  began.  We  normally  come  out  of  recessions  with  strong 
growth  and  we  get  the  lost  jobs  back.  We  have  got  a  higher  unem- 
ployment rate  today  than  we  had  at  the  bottom  of  the  recession, 
and  we  are  22  months  from  the  bottom.  No  wonder  Business  Week 
has  got  this  cover  that  says,  "Jobs,  Jobs,  Jobs." 

Obviously,  the  details  of  the  plan  are  going  to  get  addressed  here 
in  the  course  of  the  legislative  process,  but  in  terms  of  the  overall 
thrust  of  the  program  and  the  basic  component  parts,  I  think  you 
have  done  a  very  careful  and  accurate  analysis.  As  I  understand 
it,  what  you  are  trying  to  do  is  you  are  trying  to  give  the  economy 
some  forward  movement,  help  on  the  jobs  and  economic  growth 
front,  so  the  economy  can  support  or  sustain  the  deficit  reduction 
program  without  being  thrust  downward  into  a  weakened  state, 
which,  of  course,  then  produces  the  very  deficits  that  undercut  the 
1990  agreement. 

I  have  looked  at  what  you  are  proposing  to  do  and  I  think  they 
are  relevant  to  economic  growth  and,  in  fact,  highly  relevant  to  pri- 
vate sector  growth.  I  have  private  sector  people  say  to  me,  if  we 
do  not  have  a  good  public  transportation  network,  I  can  not  do  my 
private  sector  business.  I  pay  a  high  cost  in  inefficiency,  because 
the  rails  or  the  highways  or  the  air  system  are  not  up  to  standard. 
Our  competitors  abroad  are  making  heavy  investments  in  these 
very  areas.  The  same  thing  is  true  of  worker  training. 

In  regard  to  the  children  issues,  the  Administration  is  trying  by 
a  reasonable  investment  now  to  save  huge  costs  later.  The  pro- 
grams you  are  supporting,  WIC  and  the  immunization  programs, 
just  to  take  two  examples,  have  enormous  benefits  in  the  future. 
The  failure  to  adequately  fund  these  programs  costs  us  vastly  more 
sums  in  the  future  than  they  cost  now,  because  you  pay  for  the  ill- 
ness, instead  of  preventing  the  illness. 

So  I  think  the  President  and  the  Administration  have  made  very 
wise  calculations  in  that  regard. 

Mr.  Chairman,  I  am  not  going  to  be  able  to  stay,  because  Alan 
Greenspan  is  testifying  at  the  Banking  Committee  and  I  want  to 
discuss  with  him  the  necessity  of  having  a  monetary  policy  that 
will  make  it  possible  for  the  economy  to  keep  growing.  In  fact,  we 
did  not  get  that  over  the  last  couple  of  years.  That  is  one  of  the 
reasons  we  had  difficulty  with  the  recession. 

The  combination  of  fiscal  and  monetary  policy  in  this  recession 
has  been  the  most  contractionary  of  any  in  the  post- World  War  II 
period.  Now,  you  are  projecting  an  essentially  contractionary  fiscal 
policy.  You  are  trying  to  get  some  stimulus,  and  I  have  to  go  talk 
to  Mr.  Greenspan  about  at  least  getting  an  accommodating  mone- 
tary policy  that  is  going  to  allow  this  economy  to  grow. 
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Thank  you  very  much. 

Chairman  Sasser.  Thank  you,  Senator  Sarbanes.  Remind  Chair- 
man Greenspan  that  long-term  bond  rates  came  down  as  a  result 
of  or  reacted  favorably  to  this  new  economic  proposal  of  the  Presi- 
dent, and  maybe  that  will  make  him  more  cooperative. 

Senator  Gramm? 

Senator  Gramm.  You  know,  the  question,  Mr.  Chairman,  is  did 
they  come  down  because  they  saw  a  recession  and  demand  for  cap- 
ital declining,  or  did  they  come  down  because  they  thought  that 
there  was  going  to  be  a  deficit  reduction.  I  guess  we  will  have  to 
wait  and  see. 

Leon,  I  am  glad  to  see  you.  I  am  proud  of  your  appointment.  I 
have  always  liked  you.  I  intend  to  like  you  when  all  this  is  over 
and,  boy,  do  I  feel  sorry  for  you  sitting  out  there,  instead  of  up  here 
where  it  is  comfortable  and  safe  and  bullets  won't  get  through  this 
heavy  wood.  [Laughter.] 

I  want  to  go  back  to  something  Pete  said,  because  I  think  it  is 
very  important.  We  often  sound  like  we  are  talking  about  numbers 
that  don't  mean  anything,  but  the  point  he  made  is  very  important 
and  I  want  to  make  it  one  more  time. 

In  the  1990  budget  summit,  the  American  taxpayer  made  a  real 
sacrifice  of  $160  billion  worth  of  new  taxes.  That  is  clear.  Those 
taxes  are  the  law  of  the  land  and  nobody  is  proposing  getting  rid 
of  them. 

Part  of  what  they  got  was  this  spending  freeze  or  at  least  the 
caps  on  discretionary  spending.  Without  any  law  being  passed, 
under  existing  law,  there  was  another  $123  billion  to  be  saved  that 
the  taxpayer  paid  $160  billion  in  new  taxes  for.  If  not  a  single  law 
was  passed,  if  your  new  President  did  not  do  a  single  thing,  under 
the  1990  budget  summit  agreement,  there  was  $123  billion  of  sav- 
ings that  were  enforced  by  sequester  against  discretionary  spend- 
ing that  the  taxpayers  have  already  paid  for. 

In  your  budget  plan,  you  take  credit  for  that  $123  billion  and 
that  is  like  charging  the  taxpayer  for  a  hamburger  and  then  com- 
ing back  in  and  later  saying,  now,  wait  a  minute,  you  got  your 
bread,  you've  got  your  meat,  you've  got  your  pickles,  you've  got 
your  lettuce,  you've  got  your  onions,  you've  got  to  pay  for  them. 
That  is  what  Senator  Domenici  was  talking  about,  and  I  don't 
think  there  is  any  dispute  about  that. 

I  want  to  explain 

Mr.  Panetta.  Senator,  let  me  just  make  the  same  comment  I 
made  to  an  earlier  questioner  on  that.  If  you  give  me  $76  billion 
in  savings  in  defense,  $50  billion  in  savings  in  non-defense  and  $76 
billion  in  entitlements,  $21  billion  in  off-social  security  plus  the 
revenues,  we  will  take  that  off  any  baseline  you  want. 

Senator  Gramm.  Let  me  say  this:  Give  the  taxpayer  back  his 
$160  billion  and  let's  start  again.  I  mean  the  point  is  we  cut  the 
deal  with  the  taxpayer  and  all  I  am  saying  is  the  taxpayer  paid  for 
that  $123  billion  and  they  are  going  to  get  it.  They  are  going  to  get 
it  with  sequesters,  if  we  do  nothing.  So  all  I  am  saying  is  you  are 
making  him  pay  for  it  twice. 

Let  me  get  to  the  point  I  want  to  make,  and  I  have  got  my  little 
chart  here  and  let  me  set  it  up  here.  I  have  given  you  a  copy  of 
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this,  and  let  me  explain  it,  because  your  eyes  are  not  very  good, 
Leon,  I  can  tell  by  your  glasses.  [Laughter.] 

Let  me  go  over  basically  what  this  does,  and  this  is  my  rack-up 
of  your  budget,  and  it  tells  in  the  clearest  possible  terms  why  I  am 
opposed  to  it  and  why  I  hope  that  we  could  either  defeat  it  or  dra- 
matically change  it. 

PRESIDENT  CLINTON'S  "A  VISION  OF  CHANGE  FOR  AMERICA" 
Senator  Phil  Gramm,  February  18,  1993 


SUMMARY 

Defense  cuts 

-$187  billion 

Domestic  Discretionary  and  Entitlements 

+$13  billion 

Revenues 

-$313  billion 

Debt  Service 

-$46  billion 

TOTAL 

$533  BOXION 

DEFENSE  CUTS.  FY  1994-98 
Cuts  Claimed  {p.  22)* 

Cuts  Hidden  on  p.  144  (excludes  interest  savings) 
TOTAL  DEFENSE  CUTS 


-$112  billion 

-$75  billion 
-$187  BILLION 


DOMESTIC  DISCRETIONARY  AND  ENTITLEMENTS. 
FY  1994-98 

Cuts  Claimed  -Discretionary  (p.  22) 

Cuts  Claimed  -  Entitlements  (p.  22) 

Exclude  User  Fees  and  Receipts 
Counted  as  Spending  Cuts  (pp.  122- 139) 

SUBTOTAL  OF  ACTUAL  CUTS 

New  Stimulus  and  Investment  Spending  (p.  22) 

Correction  for  addition  error  on  "Stimulus  Outlays" 
and  "Investment  Outlays"  on  p.  22 

NET  TOTAL  OF  NON-DEFENSE  SPENDING 


-$73  billion 
-SI  15  bUlion 


+$36  billion 
-$151  billion 
+$153  billion 

+$10  billion 
+$13  BILLION 


REVENUES  AND  OTHER  TAXES,  FY  1994-98 
Revenue  Increases  Claimed  (p.  22) 

Higher  Tax  on  Social  Security  Benefits 
Counted  as  Spending  Cut  (p.  22) 

User  fees  and  Receipts  Counted 
as  Spending  Cuts  (pp.  122-139) 

SUBTOTAL  OF  NEW  TAXES  AND  RECEIPTS 

Tax  Incentives,  with  adding  correction  (p.  22) 

NET  TOTAL  OF  NEW  REVENUES  AND  TAXES 


-$330  billion 

-$30  billion 

-$36  billion 
-$396  BILLION 
+$83  billion 
-$313  BILLION 


INTEREST  SAVINGS.  FY  1994-98 
Debt  Service  (p.  22) 


-S46  BILLION 


TOTAL 


-S533  BO.LION 


*  Refers  to  page  in  'A  Vision  of  Change  for  America 
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First  of  all  I  start  out  with  defense  cuts,  and  you  have  got  two 
sources  of  defense  cuts  and  this  has  to  do  with  what  Domenici  was 
talking  about.  On  page  11,  you  have  got  $112  billion  and  then  you 
£?o?  £#• the  old  defense  cuts  of  $75  bilhon,  giving  you  a  total  of 
$187  billion,  so  you  say  give  me  those  defense  cuts.  In  fact,  you  are 
taking  them.  \J 

Second,  you  have  got  domestic  discretionary  and  entitlement 
spending,  and  that  is  basically  non-defense  government.  You  have 
got  discretionary  cuts  of  $73  billion  and  you  have  got  entitlement 
cuts  of  $115  billion.  Of  those  so-called  cuts,  in  reality,  $36  billion 
of  them  are  taxes  or  user  fees,  so  those  are  revenues 

Mr  .Panetta.  We  have  always  counted  those  as  spending  sav- 

?JS5:.      e  did  that  m  the  sumniit  and  we  did  it  throughout  the 
1960s. 

Senator  Gramm.  I  am  converting  this  into  the  English  language 
and  I  am  going  to  count  it  in  your  deficit  reduction. 

Mr.  Panetta.  This  is  the  Gramm  definition. 

Senator  Gramm.  No,  this  is  Dicky  Flatt's  definition.  If  he  is  pay- 
ing a  tax,  this  is  not  a  spending  cut.  [Laughter.] 

So  let  me  make  a  point  before  my  time  runs  out.  So  when  your 
actual  cuts  take  away  something  from  people  that  are  riding  in  the 
wagon,  instead  of  the  people  that  are  pulling  the  wagon,  you  have 
got  $151  billion  worth  of  cuts.  You  have  got  $153  billion  of  add-on 
spending,  and  then  on  page  22  you  have  got  an  addition  problem 
with  your  outlays  for  the  stimulus  package,  where  it  is  under  by 
$10  billion,  so,  in  reality,  in  the  non-defense  sector  of  the  govern- 
ment, in  addition  to  all  this  current  services  growth,  actual  spend- 
ing in  non-defense  area,  under  your  budget,  above  what  would 
occur  anyway,  will  go  up  by  $13  bilhon,  and  in  taxes,  fees,  tax  on 
social  security,  you  end  up  with  $313  billion  of  net  taxes. 

So  when  I  add  this  up,  I  get  102  percent  of  deficit  reduction 
comes  from  cutting  defense  and  raising  taxes,  whereas,  the  other 
parts  of  government  actually  gain  by  $13  bilhon.  Well,  the  problem 
I  have  is  this:  I  hear  this  shared  sacrifice,  but  in  reality  there  are 
only  two  groups  of  people  sacrificing  and  those  are  the  people  that 
are  in  the  defense  industry  or  wearing  the  uniform,  and  that  is 
part  of  government.  I  realize  it  has  got  to  come  down.  I  think  you 
are  doing  it  too  much,  but  I  am  not  ready  to  fight  that. 

The  other  part  that  I  am  ready  to  fight,  however,  is  the  whole 
burden  of  sacrifices  placed  on  the  people  that  do  the  work,  pay  the 
taxes  and  pull  the  wagon  in  the  country.  The  people  that  are  riding 
in  the  wagon,  in  addition  to  all  the  built-in  growth  in  government 
that  we  don't  count  as  "current  services,"  you  actually  have  in- 
creased their  spending  by  $13  billion.  That  is  where  I  think  you 
end  up  collapsing  on  the  so-called  fairness  argument  and  that  is 
why  I  don't  think  this  budget  is  going  to  be  adopted. 

Finally,  in  terms  of  where  to  save  money,  and  I  will  just  throw 
it  out  real  quickly,  get  rid  of  the  economic  stimulus  package.  It  is 
great  to  do  vaccinations  and  I  think  we  should  have  done  it  a  long 
time  ago  and  I  support  it  and  I  will  vote  for  it  today.  I  think  Head 
Start  is  as  great  program.  But  who  can  claim  that  in  the  next  12 
months  that  is  going  to  put  people  to  work  or  stimulate  the  econ- 
omy. The  real  investment  we  need  is  in  the  private  sector  of  the 
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economy,  and  with  these  big  tax  increases  and  with  no  real  spend- 
ing cuts  other  than  defense,  I  don't  think  you  get  it. 

Mr.  Panetta.  Senator,  let  me  ask  you,  if  we  get  about  $704  bil- 
lion in  gross  deficit  reduction,  so  you  are  basically  saying,  all  right, 
don't  do  any  of  the  stimulus  or  investments,  so  that  stays  with  that 
number.  Then  you  say  that 

Senator  Gramm.  We  define  investment  differently,  Leon.  Spend- 
ing is  what  you  are  talking  about.  Investment  is  what  comes  from 
the  private  sector. 

Mr.  Panetta.  Well,  it  depends  on  whether  you  are  putting 
money  into  the  space  station  or  the  supercollider  or  whether  you 
are  putting  it  into  WIC.  [Laughter.] 

Senator  Gramm.  Anything  the  government  does  is  spending.  I 
don't  dispute  that  fact. 

Mr.  Panetta.  All  right.  If  you  take  out  the  revenues,  you  have 
got  $328  billion  or  whatever  number  you  want  to  do,  and  then  that 
creates  a  gap.  I  guess  my  question  is  how  do  you  fill  that  gap  in 
order  to  get  the  deficit  reduced? 

Senator  Gramm.  Well,  it  is  very  easy.  Let  me  just  start:  Throw 
out  your  stimulus  package. 

Mr.  Panetta.  All  right. 

Senator  Gramm.  What  I  would  say  is  take — you  gave  the  gross 
figure  and  not  the  net  figure,  which  is  what  the  media  is  full  of 
today  that  you  all  have  been  doing  all  along,  because  you  are  add- 
ing back  another  $144  billion  of  spending. 

Mr.  Panetta.  I  have  taken  that  out.  We  have  already  discussed 
that,  Senator. 

Senator  Gramm.  What  you  have  got  to  do  is  go  back  and  look  at 
domestic  spending. 

Mr.  Panetta.  Where? 

Senator  Gramm.  Let's  start  with  medicare  and  medicaid. 

Senator  Lautenberg.  May  I  remind  the  Chair  that  a  number  of 
us  have  been  sitting  here  a  long  time  and  there  is  a  clock  up  there 
that  says  red  and  I  assume  that  means  stop. 

Chairman  Sasser.  Your  time  has  expired,  Senator  Gramm,  so  I 
will  ask  you  to  conclude,  if  you  could. 

Senator  Gramm.  Well 

Mr.  Panetta.  I  look  forward  to  discussing  this  area. 

Senator  Gramm.  Let  me  say  you  may  have  problems 

Mr.  Panetta.  Let  me  just  give  my 

Senator  Gramm.  You  may  have  problems  getting  somebody  to  cut 
spending,  but  you  do  not  have  that  problem  with  me. 

Chairman  Sasser.  That  is  a  good  note  to  end  on. 

Senator  Gramm.  You  can't  set  a  total  that  I  won't  be  willing  to 
meet. 

Chairman  Sasser.  That  is  a  good  note  to  end  on  and  that  gives 
you  the  last  word,  Senator  Gramm. 

Senator  Lautenberg? 

Senator  Lautenberg.  Thank  you,  Mr.  Chairman. 

Mr.  Panetta,  I  am  happy  to  see  you,  and  I  am  happy  to  hear  you. 
I  think  one  thing  we  learned  the  other  night  from  the  President's 
speech  to  the  Congress  and  to  the  country  was  occasionally  you 
have  got  to  hit  that  ball  back,  when  the  giggling  began  and  he 
pointed  out  that  the  figures  that  the  Administration  has  been  using 
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were  more  reliable  figures  than  the  OMB  in  the  previous  area.  I'm 
glad  to  see  that  the  Administration  is  willing  to  stand  up  and  de- 
fend what  you  are  doing. 

The  supercollider  question  I  was  saving  all  day  and  you  spoiled 
my  routine.  [Laughter.] 

Mr.  Chairman,  I  am  going  to  make  a  suggestion  that,  from  now 
on,  instead  of  using  the  clock,  you  tell  the  cameras  to  shut  down 
at  the  end  of  5  minutes.  [Laughter.] 

Chairman  Sasser.  That  would  probably  be  very  effective. 

Senator  Lautenberg.  I  think  so. 

One  of  the  things  that  we  are  wrestling  with  here,  of  course,  is 
definition  and  the  question  of  semantics,  and  I  know  that  you  are 
not  anti-semantic.  [Laughter.] 

Short-term  and  long-term  investment  is  as  plain  as  the  nose  on 
your  face.  If  we  put  money  in  transportation,  we  get  real  tangible 
benefits  for  the  economy.  You  know  that  I  am  the  chairman  of  the 
Subcommittee  on  Transportation  Appropriations,  and  I  have  a  lot 
of  the  same  people  who  protest  government  spending  coming  to  my 
committee  with  an  array  of  things  that  aren't  government  spending 
and  they  are  not  investments,  they  are  just  "gimmes,''  I  guess  we 
used  to  call  it  when  we  played  marbles.  But  the  fact  is,  the  rhetoric 
of  many  is  inconsistant  with  their  behavior — and  inconsistant  with 
the  real  needs  of  their  constituents. 

I  have  got  to  ask  you  a  couple  of  things.  In  your  first  chart,  you 
listed  overbuilding  of  commercial  office  space  or  commercial  prop- 
erties, and  I  wonder  whether  it  is  possible  in  this  new  year  to  make 
certain  that,  wherever  possible,  government  uses  existing  facilities. 
The  private  sector  is  groaning  under  excess  space,  and  here  we  are 
in  some  cases  building  new  facilities  along  side  empty  private  fa- 
cilities, and  we  ought  to  save  the  government  some  money  by  get- 
ting into  that  further. 

Mr.  Panetta.  Absolutely,  Senator,  you  are  absolutely  right.  We 
have  looked  at  that  whole  issue  to  try  to  see  if,  in  fact,  instead  of 
building  new  Federal  buildings,  we  could  make  use  of  some  of  the 
empty  space  in  these  cities. 

Senator  LAUTENBERG.  I  think  we  are  talking  about  significant 
savings. 

It  has  been,  let  me  use  the  word,  alleged  that  if  unemployment 
increases  1  percent,  that  it  costs  the  government  some  $50  billion. 
Is  that  an  accurate- 

Mr.  Panetta.  That  is  generally  the  figure  that  is  used. 

Senator  Lautenberg.  Does  the  reciprocal  of  that  also  stand, 
then,  if  we  employ  the  roughly  1  million  people,  the  1  percent,  that 
we  then  get  reductions  of  that  size?  It  is  probably  not  an  exact 

Mr.  Panetta.  It  is  a  rough  number,  but  I  think,  obviously,  the 
reverse  does  work. 

Senator  Lautenberg.  So  that  if  the  numbers  hold  in  transpor- 
tation, where  it  is  said  that  $1  billion  worth  of  investment  gets  you 
on  the  less  conservative  side  50,000  people  back  to  work,  on  the 
more  conservative  side,  40,000  people.  I  haven't  heard  a  lot  of  chal- 
lenges to  the  bottom  number. 

Mr.  Panetta.  Right. 
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Senator  LAUTENBERG.  If  you  spent  $25  billion  or  invested  $25  bil- 
lion in  transportation  infrastructure,  you  would  thereby  employ  a 
million  people. 

Mr.  Panetta.  That's  right. 

Senator  LAUTENBERG.  Is  there  some  reason  that  you  couldn't  say 
that  you  therefore  have  a  significant  savings  in  cost  to  the  govern- 
ment by  virtue  of  $25  billion  getting  you  a  million  people  back  to 
work  and  a  million  people  unemployed  costs  you  $50  billion  or 
some  differential? 

Mr.  Panetta.  It  works  on  both  ends.  Not  only  do  you  reduce  the 
payment  you  have  on  unemployment  compensation  plus  probably 
some  of  the  additional  benefits  on  food  stamps,  et  cetera,  but  you 
also  get  taxes  starting  to  come  back  to  you. 

Senator  Lautenberg.  Is  that  calculated  in  the  500,000  job  tar- 
get? 

Mr.  Panetta.  Essentially,  those  are  the  targets  we  think  can  be 
met  with  these  kinds  of  expenditures. 

Senator  Lautenberg.  Are  you  persuaded  that  investments  in 
transportation  infrastructure  can  be  employed  at  a  rate  that  is  con- 
sistent with  the  objective  of  the  Administration  to  get  people  back 
to  work? 

Mr.  Panetta.  That  is  really  the  whole  point.  You  know,  I  hear 
about  public  jobs  versus  private  jobs,  et  cetera.  If  you  put  money 
into  transportation,  what  you  are  doing  is  you  are  hiring  construc- 
tion people,  workers  on  a  permanent  basis  to  build  those  highways 
and  to  build  those  bridges.  Those  are  permanent  jobs. 

Senator  Lautenberg.  And  transit,  please. 

Mr.  Panetta.  And  transit,  of  course.  You  know,  all  of  that  really 
interprets  out  into  real  jobs  for  real  people  and,  for  that  reason,  I 
think  making  a  full  investment  in  this  area  is  probably  one  of  the 
best  things  we  can  do  at  this  point  in  time,  particularly  with  the 
economy  in  the  shape  it  is  in. 

Senator  Lautenberg.  I  would  close,  Mr.  Chairman,  on  the  red 
time  with  a  question  to  the  Director.  Do  you  have  any  idea  what 
it  costs  through  the  Resolution  Trust  Corporation  or  other  rescue 
agencies  for  failed  institutions  in  the  State  of  Texas? 

Mr.  Panetta.  Probably  about  as  much  as  the  space  station  does. 
[Laughter.] 

Senator  Lautenberg.  If  you  could  get  that 

Mr.  Panetta.  I  could  get  you  that  number. 

Senator  Lautenberg.  If  you  could  get  that  for  the  committee,  it 
would  be  very  helpful.  Leon,  keep  fighting. 

Mr.  Panetta.  Thank  you. 

Senator  Lautenberg.  Thank  you  very  much,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you  very  much,  Senator  Lautenberg. 

[The  following  was  subsequently  submitted  for  the  record  by  Mr. 
Panetta:] 

Since  its  inception,  the  Resolution  Trust  Corporation  has  resolved  137  thrift  insti- 
tutions involving  $44  billion  in  total  assets  in  Texas.  The  cost  of  resolving  these  in- 
stitutions is  estimated  at  $24  billion. 

During  the  same  period  (1989-1992),  the  Federal  Deposit  Insurance  Corporation 
resolved  299  Texas  banks  with  over  $39  billion  in  total  assets.  The  loss  estimate 
on  these  banks  is  $6.5  billion. 

These  costs  were  estimated  at  the  time  of  initial  resolution  and  may  change  as 
the  institutions'  assets  are  sold  off  due  to  changes  in  economic  conditions. 
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Chairman  Sasser.  Before  turning  to  Senator  Dodd,  who  has  been 
sitting  here  for  many  hours  very  patiently,  let  me  thank  you  for  ap- 
pearing this  morning,  Mr.  Panetta.  I  have  got  to  go  catch  and  air- 
plane and  I  am  going  to  ask  my  good  friend  Senator  Exon  if  he 
would  chair  the  remainder  of  the  committee 

Mr.  Panetta.  Thank  you,  Senator. 

Chairman  Sasser.  Thank  you  very  much 

Senator  Dodd? 

Senator  Dodd.  Thank  you,  Mr.  Chairman. 

I  will  be  very  brief.  I  have  listened  to  you  respond  to  a  lot  of 
questions  that  I  would  have  raised.  Let  me  begin  by  congratulating 
you  on  this  appointment  and  thank  you  for  taking  it.  As  you  have 
heard  from  both  sides  up  here,  it  is  not  an  enviable  position  to  be 
in,  obviously,  to  assume  the  role  of  the  Director  of  the  Office  of 
Management  and  Budget,  but  as  others  have  said,  I  don't  think  the 
President  could  have  made  a  better  choice. 

I  hope,  as  I  have  listened  to  my  colleagues,  that  what  has  been 
said  here  is  meant  sincerely  and  that  is  a  strong  desire  to  work 
with  you  and  to  work  with  this  Administration.  We  can  joke  about 
some  of  these  things,  but  the  American  people  take  this  dead  seri- 
ously. To  receive  almost  800  calls  in  less  than  24  hours  from  a 
small  State  like  Connecticut,  in  response  to  an  economic  package— 
we  get  that  number  of  calls  on  a  nominee  or  on  some  specific  item 
that  people  can  focus  on— but  to  have  them  make  that  many  calls 
talking  about  an  overall  budget  package  is  unprecedented  in  mv 
experience.  • 

So  the  American  people  take  this  very,  very  seriously.  They  re- 
sponded particularly  on  the  notion  that  they  want  to  see  us  work 
together.  They  are  sick  and  tired  of  the  braying  that  occurs  up  here 
within  moments  of  something  being  announced,  suspecting  that 
most  of  the  speeches  have  been  written  before  the  program  has 
been  announced,  and  I  suspect  they  are  correct  in  that  notion.  So 
my  hope  is  that  we  can  try  and  fashion  something  here  that  will 
work. 

After  Fritz  Hollings,  I  was  the  second  Democrat  to  support 
Crramm-Rudman-Hollings  in  the  Senate,  and  I  have  supported  the 
budget  agreement  of  1990.  I  watched  you  last  night  on  McNeil- 
Lehrer  and  you  defended  the  budget  agreement,  and  I  defended  it 
this  tall  as  well.  I  think  President  Bush  made  a  mistake  by  not  de- 
fending it. 

In  the  absence  of  the  1990  agreement,  we  would  be  looking  at  a 
far  worse  situation  today.  It  would  be  far  worse  had  it  not  been  for 
the  walls  that  were  put  in  place.  There  were  efforts  that  were 
made  by  some  of  our  friends  up  here  to  tear  down  those  walls  over 
the  last  couple  of  years,  and  the  situation  would  have  been  much 
much  worse  if  we  had  torn  down  those  walls. 

Instead  of  trying  to  create  a  process,  this  President  has  come  up 
and  said,  instead  of  trying  to  focus  our  attention  on  how  to  sort  of 
duck  the  political  choices  here,  let's  try  and  just  make  them.  In- 
stead of  wasting  our  time  coming  up  with  formulations  on  caps  and 
the  like,  let  s  just  address  the  problem  intelligently. 

Now,  I  think  that  is  worth  an  effort,  because  I  think  that  is  the 
intelligent  way  to  do  this.  What  we  have  been  saying  over  the  past 
few  years  is  we  don't  have  the  courage  to  do  that  here,  so  give  us 
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a  process  that  will  allow  us  to  duck  making  those  decisions,  to 
avoid  looking  our  constituencies  in  the  eye  and  saying  this  is  what 
I  can  accept  and  not  accept  and  this  is  what  I  am  for  and  not  for. 

So  I  commend  you  for  that  particular  approach,  and  hopefully  we 
can  build  a  majority  here  for  a  budget  proposal  that  will  do  what 
you  and  the  President  have  asked  us  to  do,  and  that  is  to  try  and 
stimulate  some  economic  growth  in  this  country,  because  you  are 
correct,  in  my  view,  you  are  never  going  to  resolve  the  deficit  un- 
less the  economy  grows,  and  you  are  never  going  to  effectively  have 
the  economy  grow  unless  you  deal  with  the  deficit. 

So  you  have  got  to  try  and  travel  this  dual  track  intelligently  and 
it  is  a  delicate  balance.  As  you  have  said  over  and  over  again  on 
these  last  several  days,  this  isn't  a  perfect  plan.  It  is  an  effort  that 
has  laid  out  a  series  of  choices  that  I  think  make  some  sense  and 
hopefully  will  get,  as  I  said,  a  majority  of  support. 

I  just  want  to  raise  two  issues  with  you,  if  I  can.  One  you  have 
touched  on  briefly.  In  fact,  I  won't  even  ask  you  to  respond  to  it, 
but  I  will  emphasize  this  aerospace  issue.  Again,  the  news  today 
is  out  of  the  West,  but  we  faced  it  in  Connecticut  with  Pratt  & 
Whitney  recently,  with  an  announcement  of  some  7,000  to  10,000 
layoffs  in  the  next  number  of  months.  This  it  is  not  defense  work. 
United  Technologies  Corporation,  does  only  18  percent  of  its  busi- 
ness in  defense.  It  is  commercial  aerospace  work  that  is  causing 
the  collapse  in  that  industry  and  the  free-fall,  so  we  have  got  to 
come  back,  if  we  can,  on  it. 

But  I  also  just  want  to  tell  you,  as  someone  who  has  spent  a  lot 
of  time  on  issues  involving  children  and  families,  how  critically  im- 
portant that  is.  Senator  Gramm  or  Senator  Domenici  said,  in  effect, 
can't  we  put  aside  on  Head  Start  and  WIC  and  these  immunization 
programs,  because  I  am  for  them,  but  we  just  can't  afford  to  do 
them.  Well,  every  time  we  wait  on  those  programs,  the  price  tag 
goes  up,  and  I  wonder  if  you  might  just  spend  a  minute  and  re- 
spond to  that  particular  point. 

Senator  Boxer  talked  about  the  $14  immunization  and  saving 
$800,000  in  government  expenditures  in  one  case.  Today,  the  poor- 
est sector  of  our  population  is  our  children,  and  we  are  the  only  in- 
dustrialized nation  in  the  world  with  that  unique  distinction.  The 
poorest  sector  of  the  American  population  are  the  65  million  or  so 
people  in  this  country  under  the  age  of  18.  And  you  don't  need  to 
be  a  brain  surgeon  to  figure  out  where  this  country  is  going,  if  that 
segment  of  our  population  continues  to  lack  the  education,  nutri- 
tion and  basic  health  care  needs  that  they  have. 

How  can  this  country  be  a  great  super  power  in  the  21st  century 
when  the  generation  coming  along  is  ill-fed,  ill-housed,  in  poor 
health  and  as  under-educated  as  this  one  is,  with  one  out  of  every 
two  children  in  our  urban  areas  growing  up  in  poverty.  It  is  just 
not  an  urban  problem,  it  is  a  national  problem  and  it  is  a  disgrace. 
I  wonder  if  you  might  address  the  notion  of  what  that  means. 

Mr.  Panetta.  Thank  you.  Senator. 

One  of  the  great  frustrations  of  working  with  the  budget  and  the 
budget  process  is  that  you  get  all  of  these  formulas  as  to,  you 
know,  if  you  do  this,  it  produces  that,  if  you  do  this,  it  produces 
that.  One  of  the  problems  I  have  always  had  is  that  we  really  don't 
have  a  formula,  unfortunately,  for  what  it  means  when  you  invest 
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in  a  child  and  what  it  means  when  you  invest  in  somebody's  edu- 
cation and  what  it  means  when  you  try  to  protect  the  health  care 
of  a  family. 

Incidentally,  the  individuals  who  argue  against  that  kind  of  in- 
vestment will  say  if  you  just  cut  taxes  a  certain  amount  or  if  you 
just  do  a  tax  credit  to  a  certain  industry  or  a  certain  corporation 
or  a  certain  business,  if  you  just  do  that,  we  are  going  to  have  a 
lot  of  growth  in  the  outyears,  it  is  going  to  help  us  reduce  the  defi- 
cit in  the  outyears.  They  accept  that  formula,  and  to  some  extent 
they  are  correct,  provide  some  tax  incentives,  you  may  get  some- 
thing back  on  that. 

But  when  it  comes  then  to  translating  it  to  this  area,  where,  in 
fact,  where  you  provide  some  money  for  the  WIC  Program,  you 
know  that  you  are  going  to  save  $4  in  terms  of  health  care  costs. 
We  just  know  that,  for  every  buck  you  put  into  that  program,  we 
know  you  save  $4  in  health  care  costs. 

For  every  immunized  kid,  you  are  going  to  save  a  tremendous 
amount  of  money  in  dealing  with  that  child  in  the  future.  But 
somehow  we  have  the  rationale  it  is  OK  to  pay  for  sick  kids,  it  is 
OK  to  pay  for  students  who  wind  up  in  prison,  because  they 
haven't  had  a  decent  education,  it  is  OK  to  pay  the  prison  costs, 
it  is  OK  to  pay  for  their  health  care  costs,  it  is  OK  to  pay  for 
AFDC,  it  is  OK  to  pay  for  welfare.  But,  my  God,  efforts  to  try  to 
prevent  this  from  happening,  that  is  not  OK. 

And  that  is  what  this  program  is  all  about.  What  we  are  trying 
to  do  is  trying  to  prevent  those  problems. 

Senator  Dodd.  You  raised  an  issue  earlier  with  respect  to  the 
highway  program,  when  you  asked  Senator  Grassley  whether  or 
not  he  had  supported  that  measure.  I  was  responsible  for  reauthor- 
izing the  Head  Start  Program,  and  we  made  some  dramatic 
changes,  and  one  of  the  things  we  included,  of  course,  was  full 
funding  by  1995. 

I  came  to  the  floor  of  the  United  States  Senate  with  loose-leaf 
binders  stacked  up.  I  looked  like  I  was  about  to  engage  in  a  joust 
or  a  medieval  armored  contest.  I  was  prepared  for  war.  I  expected 
people  to  come  out  of  the  woodwork  to  speak  against  full  funding 
for  Head  Start — I  was  expecting  I  was  going  to  spend  2  or  3  days 
on  the  floor  of  the  Senate  debating  that  issue. 

It  was  one  of  the  most  frustrating  times  I  ever  spent  in  the  Sen- 
ate. I  walked  over  to  the  floor  and  I  sat  there  an  hour,  2  hours, 
and  no  one  showed  up,  and  so  we  passed  full  funding  for  Head 
Start  unanimously — not  a  single  dissenting  voice — 2  years  ago.  Yet 
you  are  calling  for  exactly  what  100  Senators  said  they  supported, 
100  of  them,  full  funding  for  Head  Start,  and  you  write  it  in  the 
budget  and  suddenly  it  is  a  bad  idea.  Yet,  not  a  single  Senator 
showed  up  to  debate  or  argue  with  that  bill  2  years  ago. 

I  just  emphasize  your  point.  You  go  through  it,  and  the  same 
with  WIC  and  the  immunization  program.  Everyone  stands  up  and 
says  they  are  terrific,  but  god  forbid  we  are  going  to  put  any  money 
in  them. 

Last,  I  just  want  to  mention  to  you  a  notion  that  I  believe  very 
deeply — and  Senator  Sarbanes  has  returned  in  a  timely  fashion, 
because  he  raised  the  issue  with  Business  Week  and  its  cover. 
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I  deeply  believe  that  the  best  social  program  anyone  has  ever  de- 
signed, anyone  has  ever  created — that  does  more  for  any  individual 
or  family  or  community  than  anything  else,  is  a  job.  That  is  the 
best  social  program,  a  private  sector  job.  And  anything  and  every- 
thing we  can  do  to  create  jobs  and  to  put  people  to  work  in  the  pri- 
vate sector  deals  with  all  the  other  questions  we  are  talking  about. 

The  child  that  comes  from  a  family  that  has  an  income  coming 
in  isn't  necessarily  going  to  have  to  look  to  a  government  immuni- 
zation program.  Education — and  you  go  right  down  the  list — all  the 
social  ills  we  talk  about,  crime  in  our  streets,  the  problems  associ- 
ated with  urban  blight — all  are  best  addressed,  in  my  view,  by  try- 
ing to  get  this  country  back  to  work,  empowering  people  economi- 
cally, and  giving  them  a  sense  of  self-sufficiency. 

The  first  two  questions  you  ask  an  adult  when  you  meet  them 
for  the  first  time  are:  what  is  your  name  and  what  do  you  do.  What 
do  you  do?  And  I  have  never  met  anybody  that  didn't  want  to  say 
they  did  something,  that  they  contributed  in  some  way,  that  they 
had  some  unique  talents  which  made  it  possible  for  them  to  pro- 
vide for  their  families  and  contribute  to  society.  That  is  as  basic  as 
anything  I  know  of,  and  everything  and  anything  we  can  do  to  cre- 
ate an  environment  where  a  private  sector  job  becomes  the  goal  is 
in  everyone's  interest. 

I  think  this  program,  if  you  look  at  it  in  its  entirety  here,  and 
if  you  formulate  it  all  out  in  some  complicated  formula  of  invest- 
ments and  tax  revenues  and  so  forth,  in  the  end  it  equals  jobs.  It 
equals  jobs  in  the  short-term,  the  mid-term  and  the  long-term  for 
this  country,  and  I  think  that  has  to  be  kept  in  mind. 

I  am  sure  I  may  be  standing  here  in  a  few  weeks  saying,  Leon, 
you  are  doing  too  much  in  submarines,  you  are  cutting  too  much 
in  helicopters.  But  I  am  also  going  to  tell  you  that  I  believe  in  this 
program. 

I  think  it  is  basically  correct.  I  am  going  to  go  home  and  on  Mon- 
day I  have  got  some  300  to  500  people  showing  up  at  the  State  cap- 
ital in  Hartford  from  across  the  State  from  Chambers  of  Commerce, 
the  small  business  community,  mayors,  legislators,  and  consumer 
groups,  to  talk  about  this  program.  I  want  to  listen  to  their  ideas 
and  views  as  to  how  we  might  improve  the  package  a  bit,  what 
other  things  can  be  done,  but  also  basically  say,  look,  time  is  run- 
ning out,  the  pills  don't  get  easier  to  swallow. 

In  a  week  or  a  month  or  a  year  or  4  years,  if  people  think  this 
is  a  tough  program,  if  we  sit  back  and  do  nothing,  the  solutions  get 
a  lot  worse  and  a  lot  more  difficult. 

So  I  commend  you  and  I  commend  the  President  and  we  will  do 
what  we  can.  The  predictions  of  some  around  here  are  that  this  is 
dead  before  it  started,  less  than  48  hours  after  the  President  even 
announced  it.  But  I  find  that  is  exactly  the  kind  of  message  people 
don't  want  to  hear  in  this  country.  They  want  to  hear  about  how 
we  can  make  it  work,  not  why  it  can't  work. 

Mr.  Panetta.  Thank  you,  Senator. 

Senator  Exon  [presiding].  We  probably  are  winding  down.  You 
have  been  very  helpful. 

I  see  that  the  Senator  from  Maryland  has  come  back  into  the 
room.  I  guess  we  are  ready  to  start  our  second  round  now.  Did  you 
wish  to  be  recognized,  Senator  Sarbanes? 
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Senator  Sarbanes.  Just  very  briefly,  Mr.  Chairman. 

Senator  Exon.  Senator  Sarbanes. 

Senator  Sarbanes.  I  wanted  to  follow  up  on  something  that  Sen- 
ator Dodd  said  because  I  think  it  is  important,  but  I  want  to  just 
modify  it  a  bit  in  fairness  to  some  people  across  the  country. 

I  think  it  is  absolutely  true  that  when  you  meet  a  stranger,  like 
if  you  are  riding  on  the  train  or  waiting  in  the  airport,  you'  say, 
"What  is  your  name?  Where  are  you  from?  And  what  do  you  do?" 

Senator  Dodd.  I  will  accept  the  modification. 

Senator  Sarbanes.  All  right.  And  Senator  Dodd  is  absolutely 
right.  If  they  can  not  give  you  a  good  answer  in  terms  of  what  they 
do,  there  is  a  loss  of  respect.  More  importantly,  there  is  a  loss  of 
self-respect,  because  the  person  answering  the  question  perceives 
that  given  the  nature  of  our  society  they  have. 

I  want  to  create  private  sector  jobs,  and  the  American  economy 
functions  basically  in  the  private  sector.  But  I  do  not  want  to  dep- 
recate those  who  work  in  the  public  sector,  because  they  can  re- 
spond to  that  question  in  a  way  that  commands  respect.  The  per- 
son may  say, 

I  am  a  policeman.  I  risk  my  life  every  day  to  protect  yours. 

It  is  a  public  sector  job. 

I  am  a  fireman.  I  am  a  research  scientist  at  the  NIH,  and  if  the  work  I  am  doing 
succeeds,  we  are  going  to  have  a  major  breakthrough  with  respect  to  some  disease. 
We  are  going  to  find  the  cure  for  some  disease. 

He  may  say, 

I  am  a  colonel  in  the  military,  and  I  have  committed  a  lifetime  to  this  career  to 
provide  for  your  security  and  the  security  of  your  children. 

Or 

I  am  a  teacher.  I  am  the  one  who  educates  your  children  so  they  can  do  either 
public  or  private  sector  jobs. 

I  used  to  be  a  meat  inspector,  but  they  wanted  to  get  rid  of  regulation,  and  they 
cut  me  out.  And  I  lost  my  job,  and  then  they  saved  a  little  bit  of  money  in  the  in- 
terim. And  now  they  have  got  tainted  hamburger,  and  some  young  kids  have  died. 
If  I  had  been  around,  maybe  that  would  not  have  happened. 

Which  only  underscores  the  difficult  of  the  process  you  have  to 
go  through  as  you  try  to  control  the  budget  and  trim  the  budget. 

But  I  think  we  ought  to  get  away  from  these  kinds  of  fixed  ideo- 
logical positions.  You  have  to  deal  with  a  very  practical  and  prag- 
matic problem.  You  have  got  to  keep  the  economy  moving,  and  you 
have  got  to  get  the  deficit  under  control.  And  we  have  got  to  work 
at  putting  those  pieces  together  in  order  to  accomplish  that. 

I  am  interested  in  the  fact  that  your  proposals  on  the  revenue 
actually  have  a  rationale  to  them  in  addition  to  raising  revenue.  I 
think  it  is  important  to  point  this  out.  I  take  it  that  the  broad- 
based  energy  tax,  that  part  of  your  thinking  was  not  only  you  raise 
revenue  by  actually  taking  a  fairly  small  amount  from  everyone 
but  out  of  that  you  get  important  environmental  benefits,  impor- 
tant benefits  in  terms  of  making  America  less  dependent  on  foreign 
energy  sources. 

I  take  it  you  perceive  that  it  is  the  fairest  such  tax  you  can  get 
in  terms  of  regional  impact. 

What  was  the  thinking  behind  that  choice? 
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Mr.  Panetta.  Senator,  this  was  discussed  for  a  long  time  as  we 
walked  through  the  various  budget  areas  and  came  to  the  revenue 
side.  The  issue  that  actually  raised  this  question  was  the  whole 
question  of,  you  know,  how  do  you  deal  with  consumption  in  the 
country.  And  as  you  know,  there  have  been  a  number  of  proposals 
to  do  a  value-added  tax,  and  that  was  discussed.  And  that  would 
take  a  while  to  put  it  in  place.  Governors  would  oppose  trying  to 
get  that  done.  So  that  was  discussed  for  a  while. 

Then  the  issue  turned  to  some  kind  of  energy  tax,  and  at  first 
there  was  discussion  about  a  carbon  tax,  but  there  were  concerns 
about  the  impact  that  that  would  have  with  regard  to  certain 
areas,  and  could  it  be  fashioned  correctly.  Then  there  was  talk 
about  an  ad  valorem  energy  tax,  could  you  kind  of  do  this  across 
the  board. 

Ultimately,  the  focus  was  on  some  kind  of  modified  Btu  approach 
because  the  feeling  was  that  that  would  provide  at  least  a  fair  test 
with  regard  to  energy  efficiency  of  fuels.  You  would  have  to  revise 
that  formula  a  little  bit  so  you  didn't  penalize  something  like  natu- 
ral gas,  which  we  think  is  a  clean  fuel,  but  that  you  had  to  at  least 
modify  that  formula. 

And  so  the  goal  of  it  was  basically,  A,  to  try  to  focus  on  the  need, 
to  try  to  improve  the  environment  with  more  energy-efficient  fuels, 
and  try  to  deal  with  the  pollution  problems  in  this  country;  second, 
to  try  to  impact  a  little  on  the  consumption  side  so  that  people  un- 
derstood that  this  is  an  area  that  we  have  to  reduce  our  consump- 
tion in.  The  rest  of  world  is  doing  that.  They  look  to  us  to  begin 
to  do  that,  and  we  haven't  done  enough  of  that.  Then,  third,  oh, 
by  the  way,  as  the  President  says  it, 

Oh,  by  the  way,  we  do  raise  some  money  here  to  help  reduce  the  deficit. 

That  was  kind  of  the  line  of  thinking  in  terms  of  the  tax.  It  is 
a  broad-based  tax.  It  is  obviously  done  at  the  wholesale  level  so 
that  it  isn't  something  that  is  going  to,  you  know,  have  this  kind 
of  immediate  impact,  like  a  gas  tax  at  the  pump.  But  it  is  going 
to  be  shared  across  the  country  on  a  very  equitable  basis. 

That  was  some  of  the  thinking  that  went  into  the  development 
of  that. 

Senator  Sarbanes.  What  are  your  figures  on  how  much  it  would 
impact  the  typical  family? 

Mr.  Panetta.  A  family  obviously  below  $30,000,  we  have  de- 
signed it  in  a  way  that  would  not  affect  the  average  family  below 
$30,000  because  there  would  be  not  only  assistance  in  LIHEAP  and 
food  stamps,  but  there  were  other  breaks  provided  to  basically  re- 
duce the  impact  on  those  below  that  level. 

Senator  Sarbanes.  Let's  be  clear.  I  think  it  needs  to  be  under- 
stood. Everyone  would  pay  this  particular  tax  because  it  would  be 
factored  into  the  cost  of  energy. 

Mr.  Panetta.  That  is  correct. 

Senator  Sarbanes.  But  you  are  doing  other  things  for  those  fam- 
ilies under  $30,000. 

Now,  when  you  go  above  that,  just  give  me  a  couple  of  examples. 

Mr.  Panetta.  Well,  $40,000,  our  estimate  there  is  that  just  on 
the  energy  tax  alone  you  are  looking  at  somewhere  around  $120  a 
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year  that  would  be  added  by  virtue  of  the  tax,  which  comes  to 
something  like  $10  a  month. 

Senator  Sarbanes.  Ten  dollars  a  month.  OK  Now,  let  me  be 
clear  about  the  increases  in  income  taxes  that  are  called  for.  As  I 
understand  it,  that  really  would  affect  people  at  incomes  of  over 
$100,000  a  year,  isn't  it,  or  not?  The  income  tax  increases? 

Mr.  Panetta.  There  is  nothing  below  $100,000  that  would  be  af- 
fected with  regard  to  the  income  tax.  Obviously  the  big  one  is  the 
increase  on  the  36  percent  rate  plus  the  10  percent  surtax. 

Senator  Sarbanes.  Well,  of  course,  over  $100,000  is  about  2  per- 
cent of  the  American  public,  is  it  not? 

Mr.  Panetta.  That  is  correct. 

Senator  Sarbanes.  Do  you  have  that  figure? 

Mr.  Panetta.  That  is  correct.  It  is  roughly  about  2  percent. 

Senator  Sarbanes.  So  that  98  percent  of  the  people  would  not  be 
impacted  by  what  is  being  done  on  the  income  tax  side? 

Mr.  Panetta.  That  is  right.  It  was  basically  designed  to  be  a 
very  progressive  approach  to  the  tax  system  and  try  to  reverse 
some  of  the  imbalance  that  took  place  during  the  1980's.  This  basi- 
cally does  that.  It  basically  puts  the  biggest  burden  on  those  who 
made  the  most  during  the  1980's;  that  is,  about  70  percent  of  the 
whole  package  would  come  out  of  those  above  $100,000. 

Senator  SARBANES.  It  would  make  the  tax  system  more  fair  and 
equitable  to  all  of  the  people. 

Mr.  Panetta.  Exactly. 

Senator  Sarbanes.  Thank  you  very  much,  Mr.  Chairman. 

Senator  Exon.  Thank  you,  Senator  Sarbanes. 

You  have  been  very  patient,  Mr.  Director,  and  I  think  we  are 
about  ready  to  close  down  here.  I  don't  know  what  your  time  con- 
straints are.  I  have  a  few  questions  that  I  would  like  to  pursue 
with  you  a  little  bit,  and  then  one  on  the  end  to  get  your  advice 
on  how  we  should  proceed. 

Let  me  ask  this  question:  As  we  look  to  the  future  of  the  follow- 
ing programs  that  I  am  going  to  mention,  tell  me  what  is  specifi- 
cally involved  in  the  budget  proposal  that  you  and  the  President 
have  submitted  to  us,  or  what  you  know  about  these  programs, 
which  are  all  costly  ones  that  I  wonder  how  much  attention  is 
being  paid  to. 

Is  it  true  that  the  budget  proposal  that  you  have  given  us  envi- 
sions the  continuation  of  spending  substantial  amounts  of  money 
on  controversial,  or  non-controversial  programs,  depending  on  your 
point  of  view,  such  as  V22,  the  supercollider,  the  space  station,  and 
SDI?  Those  are  four  programs  basically  that  came  out  of  Texas, 
and  I  am  just  wondering  where  they  come  from  on  our  scale. 

Mr.  Panetta.  Let  me  tell  you,  on  the  V22  I  am  not  sure  that  de- 
cision has  been  made  because  we  are  looking  at  the  DOD  rec- 
ommendations that  will  lay  out  specific  approaches  to  reach  these 
numbers,  and  we  will  present  that  in  March. 

On  the  space  station  and  the  superconducting  supercollider,  the 
President  is  very  concerned  on  the  space  station  about  the  cost 
overruns  of  $500  million.  He  is  committed  to  a  space  station  effort 
because  of  the  need  to  try  to  test  individuals  in  space,  and  so  for 
that  reason,  the  recommendation  that  we  have  included  in  here  in- 
volved a  major  redesign  of  the  space  station  itself  in  order  to  try 
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to  avoid  some  of  the  heavy  costs  that  we  are  looking  at.  So  that 
was  the  approach  on  the  space  station.  We  are  hoping  to  save 
money  on  that  while  producing  a  space  station  that  we  think 
makes  better  sense  for  the  future. 

On  the  second  one,  the  superconducting  supercollider,  there  was 
a  lot  of  discussion  on  this,  but  the  bottom-line  result  was  that  there 
was  a  sense  that,  indeed,  this  was  good  science,  but  it  still  is  costly. 
And  so  because  there  are  some  questions  about  some  of  the  tech- 
nology associated  with  it,  such  as  the  magnets  and  whether  they 
really  can  work  effectively,  we  have  basically  extended  the  SSC  out 
so  that  we  could  stretch  that  funding  and  get  a  better  look  at  some 
of  this  technology. 

Senator  Exon.  I  thank  you  for  your  answers.  I  think  they  were 
direct  answers.  Let  me  see  if  I  can  phrase  this 

Mr.  Panetta.  Some  say  it  is  still  alive. 

Mr.  EXON  [continuing].  As  something  that  I  and  everyone  can  un- 
derstand. As  far  as  you  can  tell  us  now,  there  have  not  been  any 
decisions  made  to  make  any  substantial  cutbacks  in  the  V22,  the 
supercollider,  the  space  station,  or  SDL 

Mr.  Panetta.  I  suspect  that  on  SDI  there  will,  indeed,  be  a  re- 
duction in  that  program,  and  you  will  have  to  do  that  in  order  to 
meet  the  numbers  on  the  defense  side. 

Senator  Exon.  Then  on  SDI,  my  characterization  is  probably  cor- 
rect? 

Mr.  Panetta.  That  is  correct. 

Senator  Exon.  I  will  have  some  questions  on  that  as  we  go  for- 
ward in  trying  to  reach  some  kind  of  a  compromise,  because  it  is 
something  I  have  been  involved  with  for  a  long  time. 

Mr.  Panetta.  More  than  happy  to  work  with  you  on  that. 

Senator  Exon.  Let  me  give  you  a  chance  to  talk  a  little  bit  more 
about  health  care.  If  there  was  any  emphasis  in  the  President's  ex- 
cellent speech  the  other  night,  it  was  that  he  feels  very  strongly, 
as  he  did  in  the  campaign,  and  if  I  remember  correctly,  I  think  he 
stopped  in  his  speech  and  emphasized,  let  me  say  that  again,  his 
commitment  to  health  care  reform.  Certainly  he  also  said,  and  I 
think  you  emphasized  here  this  morning,  that  health  care  reform 
is  absolutely  essential  to  the  success  of  the  budget  proposal  that 
you  and  the  President  have  put  together. 

Now,  given  that,  I  think  we  all  think  that  is  basically  true.  Given 
the  fact  that  we  are  going  to  have  to  make  some  provision  for 
changes  to  cover  the  people  who  are  presently  covered  and  the 
some  30  million  to  40  million  people  not  covered,  it  would  seem  to 
me  that  this  is  going  to  be  a  considerable  additional  cost  in  the 
first  year  of  the  Clinton  administration. 

As  near  as  I  can  tell,  whatever  those  costs  are  going  to  be — and 
they  are  generally  thought  to  be  in  the  general  area  of  $60  to  $100 
billion  a  year — there  has  been  no  provision  made  for  that  if  some- 
thing is  enacted  in  the  budget  proposal  submitted.  Is  that  correct? 

Mr.  Panetta.  That  is  correct  in  the  sense  that  we  have  not  an- 
ticipated what  will  or  will  not  be  included  in  health  care  reform. 
As  I  mentioned  earlier,  there  are  some  who  feel  that  broad  health 
care  reform  can  produce  enough  savings  not  only  to  cover  the  ex- 
pansion of  the  health  care  system  to  those  in  need,  but  that  it  can 
also  produce  savings  for  the  deficit. 
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Senator  Exon.  Yes,  but  you  and  I  don't  believe  that,  do  we? 

Mr.  Panetta.  I  don't  think  that  is — yes,  I  am  very  skeptical  of 
that.  So  the  question  then  becomes:  If  you  develop  a  system  to  try 
to  provide  not  only  cost  containment,  but  health  care  coverage,  how 
fast  do  you  bring  that  in?  Do  you  use  things  like  sin  taxes?  How 
do  you  help  fund  that  kind  of  system?  And  those  are  questions,  ob- 
viously, that  have  to  be  addresed  in  the  health  care  issue. 

Let  me,  if  I  might,  just — I  didn't  use  this  chart,  but  I  think  it 
tells  you  a  lot  about  the  implications  of  health  care  in  terms  of  the 
path  that  we  have  to  follow.  That  first  red  line  is  obviously  where 
the  baseline  is  going  now.  The  second  line  indicates,  using  CBO  ec- 
onomics, which  are  conservative,  where  we  would  go  with  regard 
to  the  deficit.  We  would  bring  it  down  to  about  $200  billion,  and 
then  it  would  start  to  escalate  because  of  their  economics  and  also 
health  care. 
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If  we  used  more  optimistic  economic  assumptions,  both  on  growth 
as  well  as  employment,  et  cetera,  which  is  where,  incidentally,  the 
blue  chip  is  now,  we  would  come  out  where  the  green  line  is. 

If  you  have  growth,  if  you  have  jobs,  and  you  deal  with  health 
care  reform,  then  the  deficit  line  would  follow  that  last  trajectory, 
which  takes  us  almost  to  less  than  1  percent  of  GDP  by  the  year 
2003. 

So  it  tells  you  a  lot,  that  if  you  really  want  to  get  this  job  done, 
not  only  do  you  have  to  do  this  package,  but  you  obviously  have 
to  do  health  care  reform. 

Senator  Sarbanes.  Would  the  Senator  yield  for  a  point? 

Senator  Exon.  Yes;  let  me  make  just  one  point  here  on  this.  It 
seems  to  me  that  we  would  all  hope  that  the  bottom  line  would  be 
the  end  result. 

Mr.  Panetta.  You  got  it. 
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Senator  Exon.  My  experience  here  has  been  that  that  is  not  like- 
ly to  take  place,  and  if  we  can  approach  the  green  line,  which  I 
think  basically,  if  I  understand  it  correctly,  is  what  you  are  saying 
is  the  most  likely  to  happen,  it  would  probably  be  about  the  best 
we  could  do. 

I  have  one  more  question,  but  I  will  be  glad  to  yield  for  a  ques- 
tion to  my  friend  from 

Senator  Sarbanes.  I  just  wanted  to  make  an  observation.  I  share 
this  skepticism  you  express  about  those  who  have  said  they  think 
that  the  reform  of  the  health  care  system  would  produce  sufficient 
savings  not  only  to  cover  the  uncovered  but  also  to  contribute  to 
deficit  reduction.  I  think  a  healthy  skepticism  is  important,  but  I 
did  want  to  make  this  point:  My  understanding  is  that  people  who 
take  that  view  are  quite  reputable  people  in  the  field. 

Mr.  Panetta.  No,  no.  That  is  right. 

Senator  Sarbanes  I  don't  want  the  implication  to  be  made  that 
this  view  is  coming  from  people  who  do  not  really  know  much 
about  the  subject. 

Other  people  who  know  a  lot  about  the  subject  take  a  differing 
point  of  view,  and  it  is  a  very  difficult  thing  to  measure  and  to 
evaluate.  Therefore,  I  think  we  need  to  be  skeptical.  But  I  was 
afraid  an  impression  was  being  left  that  the  people  who  advance 
that  position  somehow  had  no  credibility,  and  that  is  not  my  under- 
standing. My  understanding  is  that  there  are  some  very  creditable 
people  who  have  had  a  lifetime  of  working  in  this  field  who  believe 
that,  in  fact,  that  would  be  the  case. 

Mr.  Panetta.  That  is  absolutely  right,  Senator.  I  don't  want  to 
leave  that  impression.  There  are  a  lot  of  people  who  are  very  in- 
formed on  health  care  issues  who  believe  you  can  obtain  these 
kinds  of  substantial  savings.  And  it  is  a  debate  that  is  going  on 
within  the  health  care  community  now,  and  I  think  it  is  not  going 
to  be  resolved  until  you  see  the  outlines  of  what  a  health  care  re- 
form package  looks  like. 

Senator  Exon.  I  appreciate  that  point.  I  think  it  is  a  good  point. 
I  would  just  say  that  there  are  a  great  number  of  creditable  people, 
good  friends  of  mine,  including  some  of  the  people  gathered  in  this 
room  today,  that  have  been  very  credible  and  done  a  very  good  job 
of  developing  these  different  plans  to  control  the  budget.  But  by 
and  large,  those  haven't  worked  out  either,  so  I  just  put  that  caveat 
in  there. 

My  last  question  to  you  is  a  most  difficult  one,  but  I  think  we 
should  touch  on  it.  You  have  had  a  great  deal  of  experience  in  the 
House  of  Representatives  and  know  something  about  the  workings 
of  the  Senate,  Mr.  Director.  My  evaluation,  for  what  it  is  worth,  is 
that  passage  of  the  package  as  presented  to  us,  notwithstanding 
what  the  President  might  do  out  on  the  hustings,  is  going  to  be  dif- 
ficult, if  not  impossible,  to  pass  in  toto. 

I  happen  to  feel  that  this  is  the  time  for  responding  and  empha- 
sizing the  call  that  the  President  made  in  his  excellent  speech 
Wednesday  last,  and  that  is  that  it  seems  to  me  this  is  the  time 
for  not  political  bickering  and  stone-throwing,  but  given  the  fact 
that  America  is  at  a  critical  position,  which  I  think  you,  Mr.  Direc- 
tor, have  outlined  as  well  as  anyone  else,  it  seems  to  me  then  that 
we  are  now  down  to  a  situation  where  to  move  ahead  and  get 
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something  done  in  the  first  100  days  we  are  going  to  have  to  have 
some  cooperation  from  both  sides  of  the  aisle. 

I  made  a  suggestion  that  neither  the  chairman  nor  the  ranking 
Republican  responded  to  that  I  think  it  is  incumbent  upon  them  to 
try  and  get  together,  if  they  can — they  are  miles  apart,  obviously. 
But  my  experience  has  been  that,  by  and  large,  when  we  put  the 
interest  of  the  Nation's  immediate  future  and  especially  long-term 
future  on  the  line,  usually  we  have  been  able  to  come  up  with 
something  that  can  be  passed. 

Are  you  authorized,  can  you  say  as  to  how  much  give  and  take 
you  are  in  a  position  to  make  if  Senator  Sasser  and  Senator  Do- 
menici  could  jointly  come  up,  sitting  down  at  a  meeting  with  you 
to  come  up  with  some  kind  of  a  compromise?  Are  you  prepared  to 
give  enough  on  some  of  the  things  that  have  been  outlined  and  sug- 
gested that  have  obviously  less  than  enthusiastic  support  on  that 
side  of  the  aisle  and,  I  must  tell  you,  some  reservations  on  this 
side? 

What  are  the  chances  of  working  together,  in  your  view,  given 
your  experience  in  the  House  and  what  you  know  about  the  Sen- 
ate? 

Mr.  Panetta  Well,  Senator,  as  I  have  said  both  here  and  on  the 
other  side,  this  is  the  beginning  of  the  process;  it  is  not  the  end. 
The  President  has  presented  his  economic  plan  to  the  Congress  and 
the  country.  Obviously  he  has  some  very  fundamental  principles.  If 
there  is  anything  I  learned  in  the  process  of  walking  through  this 
with  the  President,  it  is  that  he  brings  some  very  fundamental 
principles  to  the  table  that  he  believes  in  deeply.  And  the  elements 
of  that,  whether  it  is  in  the  stimulus  package  or  the  investment 
package  or  the  deficit  reduction  package,  he  believes  very  strongly 
that  you  have  to  do  a  comprehensive  approach  to  dealing  with  the 
problems  in  the  economy. 

As  to  certain  elements  of  the  program,  certainly  with  regard  to 
specific  revenue  pieces  or  certain  spending-cut  areas,  I  think  obvi- 
ously we  need  to  work  together  to  see  how  we  can  fashion  some  of 
those  in  a  way  that  perhaps  may  be  more  acceptable. 

But  let  me  also  just  share  with  you  the  concerns  that  I  have,  and 
that  is  that  the  people  who  complain  about  not  enough  spending 
cuts  have  to  be  specific.  I  don't  want  to  see  any  caps,  frankly,  be- 
cause caps — you  know,  it  is  easy  to  say  on  entitlement  programs 
let's  just  put  a  cap  on  all  entitlement  programs. 

Now,  let  me  tell  you  what  that  means.  I  have  looked  at  the — I 
wanted  to  engage  the  Senator  from  Texas  on  this  issue  because  he 
and  Dick  Armey  have  a  proposal  to  basically  just  put  a  cap  on  all 
entitlement  programs.  Now,  if  you  follow  his  numbers  on  a  cap  on 
entitlement  programs — he  exempts  social  security.  But  then  if  you 
want  to  achieve  the  savings  that  he  wants  to  achieve  in  his  pro- 
posal, less  the  savings  we  have  in  our  proposal,  it  leaves  him  about 
$95  billion  short. 

Now,  in  order  to  meet  a  cap,  it  means  he  has  got  to  do  a  cut  cross 
the  board  of  all  of  the  other  entitlements  at  almost  23  percent. 
Now,  I  guess  what  I  wanted  to  ask  the  Senator  is:  Do  you  want 
to  cut  veterans  programs  23  percent  because  health  care  may  be 
going  up?  Because  that  is  really  the  area  of  entitlements  that  is 
going  up  the  most.  Do  you  want  to  cut  veterans  programs  23  per- 
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cent?  Do  you  want  to  cut  agriculture  programs  23  percent?  Do  you 
want  to  cut  other  retirement  programs,  civil  service,  military  re- 
tirement programs,  23  percent?  Do  you  want  to  cut  AFDC  or  food 
stamps,  programs  for  the  poor,  23  percent? 

You  know  the  answer  to  that.  The  answer  is  that  is  baloney.  No- 
body is  going  to  go  along  with  that  kind  of  cut  on  entitlement  pro- 
grams. We  already  did  that  once  when  we  tried  to  do  it  with 
Gramm-Rudman.  What  happened  was  we  hit  a  certain  level,  and 
we  said,  boy,  we  can't  do  that.  And  so  we  changed  the  cap.  We 
changed  the  level. 

I  do  not  want  to  get  into  that  same  box  again.  If  you  have  spe- 
cific policy  recommendations  as  to  how  you  get  savings  on  health 
care,  how  you  get  savings  in  retirement  programs,  how  you  get  ad- 
ditional savings  in  agriculture  or  veterans,  I  am  more  than  happy 
to  sit  down  and  listen.  But  just  don't  give  me  the  kind  of  easy  an- 
swer we  always  hear  around  this  place,  which  is:  Oh,  you  can  just 
put  a  cap  on  it,  and  that  will  solve  the  problem. 

I  think  the  public  reads  through  that  stuff  now,  so  that  is  all  I 
am  asking. 

Senator  Sarbanes.  Will  the  Senator  yield  to  me  for  a  comment? 

Senator  Exon.  Yes;  let  me  just  say  this,  though:  I  am  glad  you 
made  those  remarks.  That  is  part  of  the  problem.  In  essence,  I  said 
that  in  other  terms  on  the  floor  of  the  Senate  yesterday.  It  is  nice 
to  give  the  Chamber  of  Commerce  and  a  Rotary  a  talk  that  basi- 
cally says,  well,  I  am  not  necessarily  against  tax  cuts,  but  I  am  not 
going  to  be  for  tax  cuts  until  we  make  these  cuts  in  the  budget  and 
programs  already  in  existence. 

I  think  the  answer  to  that  is,  well,  that  might  sound  awfully 
good,  great,  but  tell  me  what  cuts  in  what  programs  specifically 
and  in  what  amounts,  or  at  least  percentages,  that  you  care  to 
make. 

Senator  Sarbanes? 

Senator  Sarbanes.  I  think  this  is  a  very  important  point.  What 
people  do  is  say,  just  put  a  cap  on  spending.  Then  you  have  to  de- 
termine what  are  the  consequence  of  putting  that  cap  on.  They  do 
not  want  to  look  at  the  consequence.  They  just  want  to  take  a  blan- 
ket approach.  As  I  understand  it,  you  have  said  in  this  particular 
instance  the  consequence,  if  you  cost  it  out,  would  be  just  shy  of 
a  25  percent  cut  in  these  various  programs,  some  of  the  programs 
you  mentioned,  the  veterans  programs  for  one,  other  retirement 
programs. 

You  then  said  people  would  look  at  that  and  say  we  can't  do  that 
as  though  somehow  the  reaction  is  such  in  the  country  that,  we 
just  won't  be  able  to  do  it. 

I  want  to  amend  that.  My  view  is  we  should  not  do  that.  I  do 
not  want  to  leave  the  implication  that  somehow  we  should  do  it, 
but  somehow  we  just  can  not  do  it.  I  think  when  you  get  to  that 
point,  you  should  not  do  it. 

Now,  I  am  prepared  to  do  significant  budget  cuts  here  and  bite 
the  bullet  and  all  the  rest  of  this  that  we  are  talking  about.  But, 
we  have  got  to  analyze  them  very  carefully  and  see  what  their  im- 
pacts are,  what  the  fairness  is  that  is  involved  in  them,  what  the 
equity  is,  what  the  human  consequences  will  be  in  order  to  make 
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our  judgments.  And  we  have  to  reach  some  judgment  whether  it 
should  or  shouldn't  be  done. 

Of  course,  that  is  the  process  we  are  mounting.  I  gather  from 
your  statement  that  the  smaller  building  blocks  that  have  put  to- 
gether the  package  are  things  that  can  be  adjusted  in  the  course 
of  the  legislative  process.  At  least  it  would  seem  to  me  in  an  inter- 
action between  the  Congress  and  the  Administration.  The  concepts 
which  are  the  sum  of  those  smaller  building  blocks  pretty  much 
have  to  remain  the  same;  otherwise,  you  lose  your  package  and  you 
lose  your  comprehensive  approach.  So  you  have  got  to  have  stimu- 
lus; you  have  got  to  have  deficit  reduction  composed  of  both  the 
spending  restraint  and  the  revenue  increases;  and,  of  course,  we 
have  got  to  have  a  health  care  plan.  That  is  to  come,  but  that  is 
critical,  of  course,  to  the  whole  problem. 

What  we  have  now  in  our  economic  situation,  I  must  say,  is  you 
have  a  lot  of  issues  that  look  like  they  are  separate  trees.  But  if 
you  dig  down  into  the  roots,  you  find  that  the  roots  are  inter- 
twined. So  health  care  is  a  health  care  issue  in  and  of  itself,  but 
it  is  also  a  very  important  economic  issue  because  of  the  implica- 
tions of  health  care  for  our  deficit  reduction  efforts. 

Thank  you. 

Senator  Exon.  In  closing,  Mr.  Director,  just  let  me  say  that  I 
think  this  has  been  a  very  informative  hearing  that  Chairman  Sas- 
ser  called.  I  just  say  what  I  said  before  to  you  and  to  Senator  Sas- 
ser  and  to  Senator  Domenici:  that  unless  we  can  reach  some  kind 
of  a  compromise,  which  I  think  we  should  start  working  towards, 
we  are  going  to  see  gridlock  again  on  this.  And  gridlock  would  be 
the  worst  of  all  worlds.  And  I  think  everyone  in  their  fervor  to  sell 
their  plan  and  their  concept  and  their  idea  should  recognize  that 
usually  the  art  of  compromise  has  to  prevail.  It  obviously  has  to 
prevail  on  an  issue  as  contentious  as  this  one. 

Therefore,  I  will  do  whatever  I  can  to  keep  favoring  the  consulta- 
tion, the  discussion,  and  the  talk  in  hopes  that  nobody  will  always 
get  their  way,  but  in  the  end  we  will  do  something  constructive 
about  what  you  and  others  and  those  of  us  on  this  committee  for 
years  have  been  sending  a  signal  on.  This  is  an  economic  monster 
that  could  consume  America  unless  we  do  something  about  it.  That 
is  why  I  salute  the  dedicated  leadership  of  the  new  President,  and 
you  and  others,  at  least  giving  us  a  plan.  Now  it  is  our  responsibil- 
ity to  either  accept  that  plan  or  to  give  you  some  modifications  to 
see  if  we  can't  come  together. 

Mr.  Panetta.  Senator,  just  a  final  comment.  The  worst  thing  we 
could  do  is  to  do  nothing.  The  worst  thing  we  could  do  is  to  do 
nothing.  And  I  think,  to  some  extent,  maybe  that  is  the  pressure 
that  both  the  Congress  and  the  Administration  have  to  feel  in 
order  to  try  to  do  the  things  that  need  to  be  done  to  get  this  plan 
enacted. 

Senator  Exon.  Thank  you  very  much. 

Senator  Exon.  With  that,  we  are  adjourned. 
[Whereupon,  at  12:25  p.m.,  the  committee  was  adjourned.] 
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WRITTEN  QUESTION  FROM  CHAIRMAN  SASSER  TO  MR. 
PANETTA  AND  THE  RESPONSE 

Question.  Does  the  Administration  support  the  continued  funding  of  the  Commu- 
nity Block  Grant  as  the  core  means  of  support  for  Community  Action  Agencies?  And 
do  you  envision  Community  Action  Agencies  being  part  of  new  initiatives  in  welfare 
reform,  employment  and  health  care? 

Response.  The  Administration  supports  the  Community  Services  Block  Grant 
(CSBG)  program.  As  proposed  in  A  Vision  of  Change  for  America,  the  CSBG  will 
continue  at  levels  comparable  to  FY  1993  in  FY  1994. 

The  role  of  Community  Action  Agencies  in  initiatives  addressing  welfare  reform, 
employment  and  health  reform  will  De  carefully  assessed  as  such  initiatives  are  con- 
sidered and  advanced  by  the  Administration. 

WRITTEN  QUESTIONS  FROM  SENATOR  MURRAY  TO  MR. 
PANETTA  AND  THE  RESPONSES 

Question.  How  much  thought  have  you  given  as  to  how  the  increase  in  the  inland 
waterways  user  fees  would  affect  both  grain  producers  and  the  competitive  relation- 
ship between  barge  operators  and  railroads? 

Response.  The  Inland  Waterway  System  is  generally  recognized  as  the  most  high- 
ly subsidized  commercial  freight  transportation  mode.  The  purpose  of  the  proposed 
increase  is  to  recover  the  Federal  operations  and  maintenance  expenses  of  the  fuel 
taxed  Inland  Waterway  Navigation  System.  The  proposal  is  to  phase  in  a  $1.00  per 

fallon  increase  of  the  diesel  fuel  tax  between  now  and  1997,  making  the  total  tax 
1.20. 

We  have  considered  the  impacts  on  grain  producers  and  believe  that  the  effect  on 
barge  rates  would  be  relatively  modest.  We  also  believe  that  the  potential  diversion 
of  grains  from  barge  to  rail  would  be  a  modest  amount.  The  ultimate  impact  on  pro- 
ducers and  barge  operators  depends  on  the  reaction  of  railroads  and  on  other  fac- 
tors. As  the  tax  is  phased  in,  we  would,  of  course,  continue  to  assess  its  impact  on 
grain  producers  and  the  competitive  relationship  between  barge  operators  and  rail- 
roads. 

Question.  The  President  proposes  phasing  out  Impact  Aid  "b"  payments  to  States, 
in  order  to  reduce  Federal  outlays  by  $640  million  over  the  1994-98  time  period. 

As  you  know,  the  overall  goal  of  the  Impact  Aid  Program  is  to  assist  schools  that 
lose  tax  revenues  due  to  a  Federal  presence — such  as  a  military  base  or  an  Indian 
reservation.  Eliminating  part  of  the  program  might  send  a  message  that  the  Federal 
Government  is  turning  away  from  this  responsibility.  How  do  you  respond? 

Response.  The  President's  budget  proposal  for  Impact  Aid  acknowledges  the  re- 
sponsibility of  the  Federal  Government  to  assist  school  districts  educating  federally 
related  children  associated  with  Federal  property  that  is  not  subject  to  local  prop- 
erty tax.  The  phasing-out  of  "b"  payments  over  the  next  3  years  is  in  no  way  turning 
away  from  that  responsibility. 

The  Clinton  budget  preserves  payments  to  school  districts  called  upon  to  educate 
children  who  live  on  Federal  property  and  whose  parents  work  on  such  property 
(known  as  "a"  children).  Those  340,000  children  (Vb  of  whom  live  on  Indian  lands 
and  almost  %  live  on  military  installations)  live  on  property  that  is  exempt  from 
local  property  taxes  and  their  parents  work  on  such  property.  In  1993,  the  appro- 
priation for  "a"  payments  was  almost  $589  million. 

The  situation  for  "b"  children  is  quite  different.  Those  children  generally  live  in 
their  own  or  rented  homes  in  the  community;  their  parents  work  on  Federal  prop- 
erty. There  are  1.5  million  "b"  children:  38  percent  are  children  of  Federal  civilian 
employees;  38  percent  are  children  who  live  in  public  housing;  23  percent  are  mili- 
tary dependents  who  live  off  base.  The  families  of  "b"  children  contribute  to  the  local 
tax  base  used  to  support  the  schools  those  children  attend.  In  1993,  the  appropria- 
tion for  "b"  payments  was  almost  $131  million. 

With  respect  to  "b"  children,  the  Federal  Government  is  no  different  from  other 
companies  that  move  into  an  area,  adding  children  to  the  local  schools.  Often,  those 
companies  are  afforded  substantial  property  tax  breaks  to  move  into  the  area.  The 
corporation  makes  no  direct,  per  capita  payment  to  the  school  system  for  each  child 
of  an  employee  who  attends  public  schools.  The  Clinton  budget  proposes  to  phase- 
out  those  per  capita  payments  in  the  case  of  Impact  Aid  "b"  children. 
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PRESIDENT  CLINTON'S  ECONOMIC  PLAN 


OVERVIEW 


President  Clinton  has  presented  the  Congress  and  the  nation  with  a  bold,  fair,  and 
credible  economic  plan  constructed  of  long-term  deficit  reduction,  spending  cuts,  and 
investment  in  human  and  capital  resources.   It  is  devoid  of  the  budget  trickery  and 
camouflage  that  have  characterized  previous  presidential  submissions. 

The  President's  plan  lays  out  specific  spending  choices  needed  to  reduce  the  federal 
deficit  and  to  provide  for  greater  private  investment.   New  revenues  will  be  raised  but  raised 
fairly;  they  will  be  borne  by  those  who  can  best  afford  to  bear  them.  There  is  also  a  much 
needed  short-term  economic  stimulus  to  create  jobs,  and  in  a  convincing  follow-through,  the 
plan  reinvests  our  resources  in  areas  which  are  critical  to  future  economic  expansion  and 
enhanced  standard  of  living.  The  Clinton  economic  plan  is  truly  a  wise  investment  for  then 
and  for  now. 


Largest  Deficit  Reduction  of  Any  Budget 

The  President  presents  the  most  ambitious  deficit  reduction  proposal  of  the  past 
decade.     Net  savings  sum  to  $473  billion  over  the  next  5  years,  eclipsing  the  previous  high 
of  $368  billion  proposed  by  President  Reagan  in  1986.  The  President's  budget  proposals  are 
measured  from  a  current  services  baseline  that  assumes  unrealized  savings  from  the  Bush 
multi-year  defense  plan.   If  the  plan  were  compared  with  a  more  conventional  zero-real- 
growth  baseline,  savings  would  reach  $556  billion. 

The  problem  this  plan  confronts  is  straightforward.   Mounting  deficits  are  robbing  this 
country  of  the  fruits  of  its  economic  future.   In  the  absence  of  an  economic  proposal  of  this 
dimension,  our  country  can  expect  the  following: 

o  The  national  debt  held  by  the  public  which  stood  at  $700  billion  in  1980  now  stands 

at  $3.3  trillion.  Inaction  on  the  deficit  could  cause  this  debt  to  rise  to  $7.6  trillion  in 
10  years. 

o  The  deficit,  estimated  to  be  $319  billion  in  1993,  would  rise  to  $639  billion  by  2003. 

Interest  on  the  debt,  which  is  the  fastest  growing  expense  in  the  current  budget,  would 
comprise  18  cents  of  every  spending  dollar  in  2003  if  the  deficit  is  left  unchecked. 

The  overall  economic  impact  of  the  Administration's  deficit  reduction  program  is 
designed  to  relieve  current  and  future  generations  of  Americans  of  some  $1.5  trillion  of 
additional  debt  in  the  next  10  years,  an  average  of  $150  billion  a  year.  These  fiscal  savings 
will  reduce  the  deficit,  scale  down  the  national  debt,  reduce  our  dependence  on  foreign 
capital,  and  provide  the  private  sector  and  individuals  with  the  resources  necessary  to  expand 
the  economy  and  create  more  economic  opportunity  for  all.  However,  these  savings  should 
not  come  from  the  economic  plan  alone.   Substantial  further  savings  are  expected  to  result 
from  the  Administration's  forthcoming  health  care  plan  as  well  as  a  more  robust  economy. 
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DEFICIT  REDUCTION  IN  PRESIDENTIAL  BUDGETS:   1984  -  1994 

($  billions) 

5-Year 

Fiscal  Year 

Totals 

1984 

-332 

1985 

-115 

1986 

-368 

1987 

-224 

1988 

-299 

1989 

-96 

1990 

-230 

1991 

-299 

1992 

-  8 

1993 

-  8 

1994 

-473 

Source:   CBO  estimates  through  1993;  1994  estimates  based  on  CBO  economic  assumptions.  All  figures  are  in 
billions  of  dollars. 


Honest  Accounting  and  Credible  Deficit  Savings 

Without  repeating  in  detail  the  history  of  budget  submissions  in  the  last  12  years,  the 
Clinton  economic  plan  doe,  not: 

o  rely  on  "rosy  scenarios"  of  past  budgets  that  offer  overly  optimistic  rates  of  economic 

growth; 

o  claim  budget  savings  and  phony  deficit  reduction  by  changes  in  budget  accounting, 

payments  shifts,  and  moving  programs  off-budget; 

o         propose  a  "black  box"  or  "magic  asterisk"  in  lieu  of  specific  spending  reductions. 

Unlike  most  of  the  Reagan  and  Bush  budgets,  this  plan  is  based  on  conservative 
economic  assumptions  and  honest  budget  accounting.  The  economic  assumptions  are 
identical  to  those  prepared  by  the  Congressional  Budget  Office  in  their  January  Economic  and 
Budget  Outlook  and  reflect  a  consensus  view  of  future  economic  activity. 
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In  addition,  this  budget  refrains  from  understating  the  true  size  of  the  deficits  through 
creative  accounting  devices  or  other  budgetary  gimmicks.  All  proposals  are  fully  described 
and  represent  permanent,  long-term  reductions  in  the  structural  deficits. 

Some  opponents  of  the  plan  hide  behind  procedures  to  reduce  the  deficit,  such  as 
balanced  budget  amendments  or  legislated  caps  on  mandatory  programs.  These  same  critics 
tend  to  shy  away  from  the  kind  of  tough,  specific  choices  that  comprise  the  President's 
economic  plan.  However,  as  Treasury  Secretary  Bentsen  said  before  the  Senate  Budget 
Committee,  this  budget  plan  will  "stand  the  light  of  day  from  Main  Street  to  Wall  Street." 
The  President's  economic  plan  provides  the  most  solid,  honest  accounting  of  our  deficit 
problem  to  date  and  sets  forth  clearly  the  specific  ways  in  which  the  deficit  can  be  reduced  in 
substantial  measure.  One  cannot  have  a  solid,  credible  deficit  reduction  package  without  a 
clear  guide  as  to  the  specific  spending  and  revenue  policies  that  provide  real  deficit  reduction. 


The  Economic  Plan  Correctly  Provides  for  New  Spending  Priorities 

The  Clinton  economic  plan  correctly  provides  a  solid  spending  blueprint  for  the  post 
cold  war  era.   Since  the  cold  war  has  ended,  and  America  is  the  only  true  military 
superpower  in  the  world,  the  President's  budget  calls  for  another  $126  billion  in  defense  cuts 
over  the  next  5  years. 

While  the  specific  details  of  these  defense  cuts  have  yet  to  be  released,  these  spending 
reductions  enhance  the  deficit  reduction  totals  in  the  budget  as  well  as  provide  greater  latitude 
for  reinvestment  in  critically  needed  domestic  programs. 

Yet  it  should  be  noted  that  domestic  programs  are  not  spared  the  budget  ax.  The 
Clinton  economic  plan  contains  some  150  specific  spending  reductions  which  reduce  or 
restrain  domestic  spending  by  $73  billion  during  the  next  5  years.  Outmoded  or  obsolescent 
programs  are  scaled  back  or  curtailed  and  more  effective  domestic  programs  are  enhanced. 

Some  of  the  most  important  spending  programs  in  the  President's  plan  provide  for 
renewed  investment  in  our  children  and  a  rebuilding  of  our  infrastructure.   Some  key 
examples  of  these  new  spending  priorities  include: 

o  Head  Start  The  Head  Start  program  is  fully  funded  by  1999.  The  Clinton  budget 

provides  an  additional  $11.8  billion  for  the  program  between  1994  and  1998  and 
approximately  700,000  more  children  will  be  served  by  this  program  by  1999. 

o  Immunizations.  The  President's  plan  provides  an  additional  $300  million  to  aid 

communities  with  vaccine  purchase  and  education  and  outreach  efforts.  One  million 
children  will  receive  immunization  under  the  program  this  summer. 

o  Child  Care.  An  additional  $800  million  is  provided  for  the  Child  Care  Development 

Block  Grant.  This  will  help  expand  opportunities  for  affordable  child  care. 
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Highways  and  Mass  Transit.   The  plan  fully  funds  the  Highway  (ISTEA)  Act  of 
1991  increasing  spending  for  highways  and  mass  transit  by  $14  billion  in  the  next  5 
years.    At  a  minimum,  these  proposals  will  create  300,000  jobs  in  the  hard  hit 
construction  industry.   Additional  funds  will  be  available  for  high  speed  rail  and  mag- 
lev  projects. 

Airports.   An  additional  $920  million  is  spent  in  the  next  5  years  for  airport  projects 
that  will  shorten  air  travel  time  and  improve  air  traffic  safety.   More  than  2,000  new 
jobs  will  oe  created  in  the  wake  of  this  spending. 

Housing.   The  President  proposes  an  additional  $4.8  billion  in  housing  which  will 
make  housing  more  affordable  for  low-income  Americans  and  provide  shelter  for  the 
homeless. 

WIC.   The  President's  budget  provides  $3.8  billion  over  baseline  over  6  years  for  the 
WIC  program  which  will  serve  another  2  million  children  by  1996. 

Police  Corps.   Between  1994  and  1998  nearly  $1  billion  would  be  spent  to  train  and 
deploy  100,000  new  police  officers  to  help  combat  urban  and  rural  crime  problems. 


The  Economic  Plan  Correctly  Calls  for  Economic  Stimulus 

The  current  economic  recovery  is  different  from  post  World  War  II  recoveries  in  one 
disturbing  way:   the  lack  of  job  creation.   Since  the  recession  ended  in  March  of  1991, 
monthly  job  gains  have  averaged  just  23,000.   If  this  was  a  normal  recovery,  monthly  job 
gains  would  average  about  10  times  this  amount. 

To  date,  only  498,000  jobs  have  been  created  during  this  recovery.   If  this  was  an 
average  post- WWII  recovery,  4.3  million  jobs  would  have  been  created  by  now.   Because  of 
this  weak  job  growth,  today's  7.1  percent  unemployment  rate  is  actually  0.4  percent  higher 
than  when  the  recession  officially  ended. 

This  lack  of  job  growth  is  clearly  unacceptable  to  President  Clinton.   The  President's 
budget  therefore  includes  a  $30  billion  stimulus  program  to  create  500,000  jobs.   An 
important  feature  of  the  President's  stimulus  program  is  that  the  projects  selected  are  also 
consistent  with  the  President's  long-term  investment  program. 

Highlights  of  the  Clinton  stimulus  program  include: 

o  Infrastructure.  The  President's  infrastructure  stimulus  initiative  will  create  over 

75,000  jobs. 

o  Highways.    The  President's  plan  increases  highway  obligations  by  $3  billion 

and  directs  the  funding  towards  fast-spending  resurfacing,  restoration, 
rehabilitation,  highway,  and  bridge  projects  that  create  jobs  quickly.     Overall, 
the  initiative  creates  13,000  jobs  in  1993  and  45,000  in  1994. 
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PRESIDENT  UNSATISFIED 
Lack  of  Job  Growth 


(In  million*) 


Normal  Recovery:    Over  4  million  jobt  by  now 
Actual:    Only  1/2  million  jobt  created 


«S3SS2S^23Z 


1991 
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1992  1993 


I  Actual  D  Normal  Recovery 


Mass  Transit  The  plan  provides  $736  million  in  funding  for  mass  transit  capital 
improvements  including  rail  car  and  rail  rehabilitation  projects.  In  total,  this  initiative 
creates  9,000  jobs  in  1993  and  1994. 

Private  Investment  Incentives.    Recognizing  the  job  creation  importance  of 
small  business,  the  Clinton  Plan  includes  a  permanent  investment  tax  credit  for 
small  business  purchases  of  equipment  The  plan  also  includes  a  marginal 
temporary  investment  tax  credit  for  large  businesses. 

Summer  Jobs  and  Expanded  Learning  Opportunities  for  Children.  The 

President's  plan  will  provide  an  additional  700,000  summer  jobs  for 
disadvantaged  young  people.  For  young  children,  the  plan  includes  a  new 
summer  Head  Start  program  with  an  enrollment  of  350,000  kids. 


The  Economic  Plan  Makes  Certain  that  the  Wealthy  Pay  their  Fair  Share 

The  burden  of  financing  this  economic  plan  is  borne  largely  by  upper  income 
taxpayers,  particularly  those  in  the  top  one  percent  Unlike  other  taxpayers,  this  group  has 
enjoyed  a  significant  reduction  in  the  effective  federal  tax  rates  since  the  late  1970's.  This 
plan  ensures  that  they  will  pay  their  fair  share. 
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More  than  70  percent  of  the  new  taxes  imposed  in  this  package  will  fall  on  those 
families  making  more  than  $100,000  per  year  (sec  the  following  table).  That  turns  out  to  be 
families  in  the  top  3  percent  of  the  income  distribution.   These  families  receive  27  percent  of 
all  the  income  earned  in  this  country  and  take  in  an  average  of  $210,000  per  year  from 
earnings  and  investments. 


DISTRIBUTION  OF  REVENUE  PROPOSALS  EM  THE  PLAN 

Family  Economic 
Income  Class 

Share  of  New  Tax 
Burden 

0-10 

-0.3% 

10-20 

0.0% 

20-30 

0.7% 

30-50 

7.3% 

50-75 

12.6% 

75-100 

9.8% 

100-200 

132% 

200  &  over 

56.8% 

Source:   Office  of  Tax  Analysis,  Department  of  Treasury. 

Note:      This  table  shows  the  estimated  impact  of  changes  due  to  proposed  revenue  changes.  Also  included  is  an 
expanded  ETTC  as  well  as  increases  in  transfers  for  Food  Stamps  and  LIHEAP. 

The  rate  increase  to  36  percent  will  affect  individuals  with  adjusted  gross  income 
(AGI)  greater  than  $140,000  per  year  and  couples  with  AGI  more  than  $175,000  --  in  other 
words,  people  in  the  top  2  percent  of  all  tax  payers. 
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HIGHLIGHTS 


Deficit  Reduction 

The  President's  economic  plan  reduces  projected  deficits  by  $473  billion  over  the  5 
years,  1994-1998.   Total  reductions  will  increase  from  $39  billion  in  1994  to  $148  billion  by 
1998.  As  a  percent  of  GDP,  deficits  will  decline  by  half  from  5.4  percent  in  1993  to  2.7 
percent  in  1997. 

Over  the  5  years,  gross  deficit  savings  (excluding  deficit  increases)  total  $704  billion. 
Two  out  of  every  three  of  these  deficit  savings  dollars  are  earmarked  for  deficit  reduction;  the 
remaining  one  third  is  reserved  for  long-term  public  investment 


, L_J , — _ '     "   ■  "■  ■  "■' ■" 

PRESIDENT  CLINTON'S  ECONOMIC  PLAN 
($  billions) 

1993       1994       1995       19%       1997       1998          5-Yr 

Current  baseline    .... 

Bush  defense 

OMB  baseline 

Spending  cuts: 

Nondefense 

Interest 

319         307         306         314         369        419             -- 
0           -5         -11         -16         -23         -29            -84 
319         301         296         297         346         390 

0  -7         -12         -20         -37         -36           -112 

1  -4  -10  -15  -20  -23  -73 
0           -9         -18         -30         -41         -47           -144 

0  0-3-7         -14         -22            -46 

1  -20  -43  -73  -112  -128  -375 
1  -25  -54  -89  -135  -157  -459 
8  6  2  10  0  9 
0  9  20  32  39  45  144 
3         -33         -34         -51         -68         -65           -251 

Subtotal 

Subtotal  wl  Bush 
Stimulus  outlays    .... 
Investment  outlays  . .  . 
Revenue  changes  .... 

Total  changes .... 
Changes  wlBush  . . 

13         -39         -54         -92       -140       -148           -473 
13          -44          -64        -109       -162        -177           -556 

|  Resulting  deficits  . . . 

332         262         242         205         206         241              —  j 

-7- 


233 


Long-Term  Deficit  Outlook 

Under  the  President's  plan,  deficits  decline  to  $206  billion  in  1997  but  begin  to 
increase  again  the  next  year.  These  projections  emphasize  that  real  progress  on  the  deficit 
requires  comprehensive  health  care  reform  and  improved  economic  growth.  The  r  an 
contains  an  illustrative  set  of  deficits  that  reflect  expected  improvements  in  the  economy  and 
modest  savings  from  health  care  reform.  Under  these  assumptions,  deficits  decline  from  $327 
billion  in  1993  to  $87  billion  by  2003. 

fcMJM  Cua 

The  plan  cuts  spending  by  $375  billion  over  the  5  yean,  1994-1998.  About  60  percent 
of  these  reductions  are  earmarked  for  deficit  reduction;  the  remaining  cuts  are  reinvested  in 
the  nation's  infrastructure,  education  and  job  training  programs,  health  care,  research,  and 
technology.  Defense  reductions  contribute  about  30  percent  of  gross  spending  cuts; 
entitlement  reforms  make  up  40  percent,  and  other  domestic  cms  and  debt  service  account  for 
the  bihMDC 

Spending  reductions  are  measured  against  a  deficit  path  that  assumes  the  multi-year 
defense  savings  proposed  by  President  Bush  over  the  3  years.  These  savings  have  not  vet 
been  achieved  and  mav  be  overstated.   If  spending  reductions  were  measured  agairjt  a  true 
current  services  baseline,  the  deficit  reduction  package  would  be  $84  billion  higher  over  the  3 
years,  for  a  total  of  $336  billion.  A  package  of  this  size  surpasses  the  1990  budget  summit 
savings  as  well  as  deficit  reduction  proposals  in  recent  budgets. 

Ratio  of  Spending  to  Revenues 

Some  of  die  discussion  surrounding  President  Clinton's  economic  proposal  has  focused 
on  the  ratio  of  spending  cuts  to  tax  increases.  Critics  of  the  new  President's  plan  have  spent 
more  time  calculating  ratios  than  addressing  the  specific  policies  he  recommends. 

Spending/revenue  ratios  can  be  calculated  in  numerous  ways.  Reasonable  estimates 
can  differ  by  significant  margins  as  a  result  of  the  time  period  selected;  the  universe  of  cuts 
included  in  the  calculation;  or  the  appropriate  classification  of  spending  and  revenue 
provisions. 

The  most  straightforward  ratio  of  spending  and  revenue  cuts  is  one  that  compares  total 
net  changes  in  spending  and  revenues.    Since  outlay  savings  tend  to  start  small  and  grow 
quickly  relative  to  revenue  provisions,  a  ratio  calculated  over  a  multi-year  period  or  one  that 
focuses  on  the  final  year  of  a  plan  provides  the  most  accurate  and  realistic  ratio. 

The  ratios  displayed  in  the  table  below  are  based  on  estimates  in  the  President's  plan. 
Spending  and  revenue  comparisons  are  shown  for  1998  (the  final  year  of  the  plan)  and  the  5 
yean     P94-1998.    Ratios  are  shown  two  way:  one  set  excludes  defense  savings  proposed  - 
but  noi  achieved  -  by  President  Bush  and  (he  other  set  includes  these  savings. 
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RATIO  OF  SPENDING  TO  REVENUES  IN  PRESIDENT'S  PLAN 

($  billions) 

1998 

1994-1998 

Excluding  Bush  Defense  Savings 

Net  spending  changes 

-83 

-222 

Net  revenue  increases 

-65 

-251 

Ratio  of  outlays  to  revenues 

1J/1.0 

0.9/1.0 

Including  Bush  Defense  Savings 

Net  spending  changes 

-112 

-306 

Net  revenue  increases 

-65 

-251 

Ratio  of  outlays  to  revenues 

L7/1.0 

1.2/1.0 

The  ratio  of  spending  to  revenues  in  1998  —  excluding  Bush  savings  proposals  —  is 
$1.3  dollars  in  spending  cuts  for  every  $1  dollar  in  tax  increases.  For  the  5  year  period,  the 
ratio  is  somewhat  smaller   $0.9  in  spending  cuts  compared  to  $1  in  revenue  increases.  When 
the  additional  savings  proposed  by  President  Bush  are  counted  in  the  ouday  totals  the  ratios 
increase  to  $1.7  to  $1  in  1998  and  $1.2  to  $1  over  5  years. 

Unfortunately,  using  ratios  as  a  way  of  judging  any  budget  plan  in  terms  of  fairness  or 
balance  obscures  the  real  issues.  It  allows  the  President's  critics  to  ignore  basic  questions 
about  the  right  policies  to  be  adopted  —  which  programs  should  be  modified  and  what  taxes 
should  be  changed  -  in  favor  of  a  concept  that  obscures  the  difficultly  of  the  policy  choices 
that  face  the  nation. 

Focusing  on  ratios  enables  special  interests  to  avoid  the  substantive  issues  which  must 
be  resolved  and  to  avoid  serious  discussion  about  the  merit  of  the  benefits  they  receive  from 
the  federal  government  A  ratio  does  not  guide  policy  makers  to  consider  the  fairness  of  a 
given  plan.  Nor  does  it  identify  which  measures  will  have  the  most  favorable  impact  on  the 
economy.    In  fact,  a  ratio  provides  a  way  out  for  the  President's  adversaries  who  prefer 
formulaic  and  technical  budget  mechanisms  to  hard  policy  choices. 


Economic  Stimulus 


The  plan  includes  a  $30  billion  economic  stimulus  package  aimed  at  bolstering  the 
economic  recovery  and  creating  jobs.  The  package  is  comprised  of  $16  billion  in  new  budget 
authority,  $3  billion  in  increased  obligations  for  highway  and  airport  improvement  programs, 
and  $6  billion  in  tax  incentives.  Higher  loan  levels  for  credit  programs  add  another  $3 
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billion. 

The  spending  portion  of  the  stimulus  package  can  be  accommodated  within  the 
deficit  constraints  of  the  1990  Budget  Agreement 


Long-Term  Investments 

Long-term  investment  is  focused  on  increased  economic  growth  and  rising  standards  of 
living.   Investment  outlays  grow  from  $9  billion  in  1994  to  $44  billion  by  1998.  Over  S 
years,  investment  outlays  total  $108  billion.  Tax  incentives  total  $73  billion.   Carefully- 
targeted  initiatives  are  aimed  at  S  major  areas: 

o         Initiatives  to  Rebuild  America,  including  transportation  infrastructure,  science  and 
technology,  environmental  technology,  energy  conservation,  housing  and  community 
development; 

o  Programs  aimed  at  promoting  Lifelong  Learning,  including  Head  Start,  the  WIC 
program,  K-12  Education  Reform,  National  Service,  Worker  Training,  and  family 
support; 

o         Proposals  to  Reward  Work,  including  an  extension  of  unemployment  compensation, 
expansion  of  the  Earned  Income  Tax  Credit,  and  a  crime  initiative; 

o         Health  Care  including  adds  for  medical  research,  disease  prevention,  treatment  and 

food  safety  programs,  and  improved  processing  of  Social  Security  disability  insurance; 

o         Private  Sector  Incentives  including  targeted  capital  gains  provisions,  alternative 

minimum  tax  relief  for  corporations,  a  permanent  small  business  investment  tax  credit, 
and  real  estate  investment  incentives. 


Revenue  Changes 

Revenue  ch-^ees  total  $280  billion  over  5  years.  This  is  a  net  figure  that  includes 
revenue  increases  irked  for  deficit  reduction  as  well  as  tax  incentives  aimed  at  short-term 

stimulus  and  long-       .  investment 


Enforcement 

The  Administration  will  propose  specific  measures  to  ensure  that  the  deficit  reduction 
contained  in  the  plan,  once  enacted,  is  maintained.  These  proposals  are  likely  to  include  an 
extension  of  the  current  Budget  Enforcement  Act  discretionary  spending  caps  through  1998 
along  with  an  extended  PAY-GO  provision  through  2003.   Automatic  sequesters  will  be  in 
place  to  guard  against  breaches  of  these  tax  and  spending  limitations. 
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The  budget  will  also  support  enactment  of  enhanced  rescission  authority  legislation 
that  would  require  expeditious  Congressional  action  on  Presidential  rescissions,  similar  to 
H.R.  2164  as  passed  by  the  House  last  year. 
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MAJOR  PROPOSALS  BY  BUDGET  CATEGORY 

Defense  Spending 

President  Clinton's  1994  defense  budget  proposal  would  provide  $263.7  billion  in  budget 
authority  and  $277.7  billion  in  outlays,  a  reduction  from  the  Bush  defense  budget  of  $11.8  billion 
in  budget  authority  and  $6.7  billion  oudays  by  1994. 

For  the  period  1994  to  1997,  President  Clinton  proposes  defense  budgets  of  $1,282.9 
billion  in  budget  authority  and  $1,317.0  billion  in  outlays,  a  reduction  of  $126.9  billion  in  budget 
authority  and  $111.8  billion  in  outlays  from  the  Bush  budget 

These  spending  and  savings  figures  could  be  revised  in  the  future  pending  the  outcome 
of  the  Administration's  review  of  its  own  defense  plans  as  well  as  the  Bush  budget  it  used  as  a 
baseline  for  its  own  recommendations. 


International  Discretionary 

The  Clinton  Administration  is  proposing  a  bold  restructuring  of  America's  international 
spending  programs.  The  plan  will  cut  a  net  total  of  $3.1  billion  in  outlays  over  S  years  in  foreign 
affairs  spending.  It  achieves  these  savings  by  proposing  over  $6  billion  in  outlay  cuts  from 
outmoded  and  ineffective  foreign  assistance  programs.  These  cuts  are  then  offset  in  part  by 
modest  growth  for  new,  high-priority  foreign  affairs  programs,  principally  aid  to  the  former 
Soviet  Union  and  funding  for  U.N.  peacekeeping  programs. 


Domestic  Discretionary  Reductions 

Space.  Science  and  Technology 

o  Savings  proposals  include  redesigning  the  Space  Station,  stretching  out  the  project 

schedule  for  the  Superconducting  Super  Collider  (SSC),  and  reducing  overhead  costs  for 
R&D  activities  performed  at  universities. 

Energy 

o  Major  savings  proposals  include  eliminating  unnecessary  nuclear  reactor  R&D,  and 

streamlining  activities  of  the  Uranium  Enrichment  Corporation. 

Environment  and  Natural  Resources 

o  Major  savings  proposals  include  phasing  out  wastewater  treatment  grants,  phasing  out 

below-cost  timber  sales,  increasing  private  sector  financing  of  Superfund  cleanups,  and 
eliminating  unnecessary  water  construction  projects. 
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Agriculture 


The  plan  increases  certain  agriculture  user  fees  and  cuts  the  Economic  Research  Service 
and  Foreign  Agriculture  Service  programs.  The  proposal  also  substitutes  loan  guarantees 
for  certain  ACDF  direct  loans. 

The  President  recommends  elimination  of  the  Cooperative  State  Research  Service  (CSRS) 
earmarked  research  grants  and  earmarked  construction  projections  for  CSRS  and 
Agricultural  Research  Service  facilities. 


Transportation 


Health 


The  budget  eliminates  low  priority  transportation  programs,  streamlines  the  Interstate 
Commerce  Department,  and  reduces  Federal  Aviation  Administration  Operations. 
Together,  these  proposals  will  save  $425  million  in  1994  and  $2.2  billion  over  5  years. 

The  plan  imposes  fees  for  the  costs  of  meat  and  poultry  inspection  overtime  work  and 
increases  fees  for  drug  and  medical  device  approvals  by  the  Food  and  Drug 
Administration. 

Income  Security 

o  Special  purpose  HUD  grants  would  be  eliminated  for  a  five-year  savings  of  $853  million. 

Federal  fees  paid  for  administration  of  subsidized  housing  programs  would  be  gradually 
lowered  to  conform  with  actual  administrative  costs  for  a  savings  of  $658  million  over 
five  years.  States  would  be  given  greater  flexibility  to  meet  low-income  housing  needs 
through  a  consolidation  of  several  HUD  housing  programs  into  the  HOME  program  for 
a  five-year  savings  of  $652  million.  Reforms  in  administration  of  low-income  housing 
preservation  would  save  an  additional  $195  million  over  5  years. 


Veterans 


o  Reforms  in  veterans  hospital  resource  allocation  and  medical  facility  construction  planning 

and  management  are  estimated  to  save  $1.5  billion  over  5  years. 

Justice 

o  The  budget  eliminates  the  State  Justice  Institute  and  reduces  funding  for  prison 

construction.  These  proposals  save  $85  million  in  1994  and  $1  billion  over  5  years. 

General  Government 

o  The  President  has  already  taken  steps  to  cut  the  size  of  the  White  House !  staff  by  25 

percent   These  reductions  are  estimated  to  save  $40  million  in  1997  and  $129  million 
over  the  4  year  period. 
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A  proposal  to  freeze  federal  salaries  mandates  no  national  or  locality  pay  increase  for 
Federal  employees  in  calendar  year  1994.  National  pay  increases  for  the  period  from 
1994-1997  would  be  one  percent  less  than  current  policy  for  each  year.  The  locality  pay 
system  would  be  revised  to  permit  more  equitable  and  accurate  determinations  than  the 
current,  flawed  methodology.  This  system  would  go  into  effect  in  1995.  It  would  save 
$2.7  billion  in  1997  and  $8  billion  over  four  years. 

The  Administration  proposes  to  eliminate  a  number  of  commissions  which  are  no  longer 
necessary  including  the  National  Space  Council,  the  National  Critical  Materials  Council, 
the  Commission  on  the  Bicentennial  of  the  U.S.  Constitution,  the  Competitiveness  Policy 
Council,  and  the  National  Advisory  Council  on  the  Public  Service.  These  eliminations 
would  save  $11  million  in  1997  and  $41  million  over  four  years. 

The  plan  provides  full  funding  to  modernize  the  IRS  by  improving  tax  processing 
equipment  and  procedures.  This  would  speed  up  tax  processing  as  well  as  create 
incentives  for  increased  tax  compliance. 


Entitlement  Reductions 


Energy.  Environment  and  Natural  Resources. 

o  The  President's  plan  includes  modest  debt  repayment  reform  for  federally-owned  Power 

Marketing  Agencies  (PMAs);  a  phased-in  increase  in  inland  waterway  user  fees;  increased 
fees  for  grazing  and  recreating  on  public  lands;  imposition  of  royalties  for  hardrock 
mining,  extensions  of  hardrock  mining  fees,  SO  percent  net  receipt  sharing  for  on-shore 
minerals,  and  reducing  Rural  Electrification  Administration  (REA)  subsidies. 


Agriculture 

o  Beginning  in  1996,  the  President's  plan  would  limit  commodity  program  benefits  by 

increasing  the  number  of  acres  which  are  ineligible  for  payments,  increasing  assessments 
on  non-program  crops  and  doing  away  with  several  production  programs. 

The  plan  also  proposes  reforms  in  the  Federal  Crop  Insurance  Program,  limits  the 
marketing  promotion  program  in  future  years,  targets  Commodity  Credit  Corporation 
subsidies  to  farmers  with  off-farm  incomes  below  $100,000,  and  eliminates  the  honey  bee 
program. 

Commerce  and  Housing  Credit 

o  Over  4  years,  the  Administration  proposes:  $235  million  in  new  transaction  fees  to  pay 

fund  the  regulation  of  the  Commodity  Futures  Trading  Commission  which  does  not 
currently  pay  for  its  own  regulation;  $188  million  in  increased  Securities  and  Exchange 
Commission  registration  fees;  and  $1.1  billion  in  fees  to  pay  for  the  annual  examination 
of  state-chartered  banks  that  are  insured  by  the  Federal  Deposit  Insurance  Corporation  but 
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do  not  currently  pay  for  the  cost  of  FDIC  examinations,  as  do  all  other  FDlC-insured 
institutions. 

o  The  Administration  proposes  to  transfer  200  megahertz  of  electromagnetic  spectrum 
currently  used  by  the  Federal  Government  to  the  Federal  Communications  Commission. 
Under  this  proposal,  the  FCC  would  be  authorized  to  auction  the  spectrum  for  private  use. 
This  proposal  saves  $4.1  billion  over  4  years. 

Transportation  and  Customs  Fees. 

o  The  plan  permanently  extends  current  law  for  the  9  cents  tonnage  duty  for  all  vessels 
entering  a  port  of  the  United  States  from  any  foreign  port  and  U.S.  Customs  merchandise 
and  passenger  processing  fees.  The  plan  also  gradually  increases  the  current  general 
aviation  registration  fees  over  four  years  and  makes  die  registration  process  annual. 
These  fees  would  save  $22  billion  over  5  years. 

Education 

o  By  reforming  the  college  student  loan  program,  the  President's  plan  would  save 
$3.2  billion  in  outlays  over  3  years.  The  savings  come  from  switching  from  the 
present  system  where  the  government  provides  college  loans  through  banks  to  a 
direct  loan  approach. 

Hatt 

o  Savings  of  $7  billion  over  5  years  are  proposed  from  Federal  Employees  Health  Benefit 
reforms,  strengthening  Medicaid  transfer  of  asset  rules,  and  allowing  State  Medicaid 
programs  more  flexibility  to  contain  costs  of  prescription  drugs  and  implement 
community-based  home  care  programs. 

Medicare 

o         Proposed  Medicare  spending  reductions  total  $53.7  billion  over  5  years. 

Almost  40  percent  of  the  total,  $20.4  billion,  would  come  from  proposals  to 
permanently  extend  provisions  of  Medicare  law  already  in  place,  including  a 
permanent  cap  on  increases  in  beneficiary-paid  premiums. 

All  new  Medicare  savings  proposals,  $33.3  billion  over  5  years,  anticipate 
comprehensive  health  care  cost  containment  and  reform  through  targeted 
reductions  in  the  growth  of  Medicare  payments  to  hospitals,  physicians,  clinical 
laboratories,  and  other  providers. 

Income  Security 

o  Included  are  proposals  to  strengthen  enforcement  of  current  child  support  laws; 
set  a  uniform  federal  matching  rate  of  SO  percent  for  the  administrative  costs  of 
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Medicaid,  Food  Stamps,  and  AFDC;  and  require  states  to  pay  a  fee  for  federal 
administration  of  the  Supplemental  Security  Income  program.  Five  years  savings 
are  $2.6  billion. 

The  previously-enacted  suspension  of  civil  service  retiree  lump  sum  payments  would  be 
made  permanent,  the  maximum  age  for  new  awards  of  child-survivor  benefits  would  be 
conformed  to  that  of  Social  Security,  and  the  current  subsidy  of  survivor  annuities  would 
be  slightly  reduced.     Five  year  savings  are  $1.4  billion. 


Social  Security 


The  taxable  portion  of  Social  Security  benefits  for  higher  income  recipients  would  be 
increased  from  SO  percent  to  85  percent.  Only  those  beneficiaries  already  paying  taxes, 
one  quarter  of  all  beneficiaries,  would  be  affected.  The  current  thresholds  of  $25,000 
(single)  and  $32,000  (couple)  would  not  be  changed. 


Veterans 


Several  provisions  of  existing  law  regarding  medical  care  co-payments  and  pension 
program  administration  would  be  permanently  extended.  In  addition,  the  President's  plan 
would  streamline  administration  of  Veterans'  insurance  programs,  slightly  increase  fees 
for  housing  loans,  and  require  increased  contributions  for  veterans'  education  programs. 
Five  year  savings  are  estimated  to  be  $3.7  billion. 


Stimulus  and  Long-Term  Investment 

Space.  Science  and  Technology 

o  Major  stimulus  initiatives  include  increased  funding  for  the  National  Science  Foundation's 

research  and  development  activities  and  the  Department  of  Energy's  cooperative  research 
and  development  agreements  (CRADAs)  between  industry  and  nondefense  federal  labs. 

o  Major  investment  initiatives  include  increases  in  funding  for  the  National  Science 
Foundation;  high  performance  computing;  NASA  civil  aviation  research;  non-defense 
cooperative  research  and  development  agreements  (CRADAs)  between  industry  and  the 
national  labs;  and  the  Federal  Coordinating  Council  for  Science,  Engineering,  and 
Technology  (FCCSET). 


Energy 


Maior  stimulus  initiatives  include  increased  funding  for  the  DOE's  weatherization 
a  ance  program  and  the  acquisition  of  and/or  conversion  to  additional  alternative  fuel 
vc.ucles  in  the  Federal  fleet 

Major  investment  initiatives  include  increased  funding  for  renewable  energy  and  energy 
conservation  programs,  DOE's  weatherization  assistance  program,  and  natural  gas 
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utilization  R&D,  and  restoration  and  waste  management  activities  at  DOE  labs. 
Environment  and  Natural  Resources 

o  Major  stimulus  initiatives  include  increases  in  capitalization  grants  for  the  construction 

of  sewage  treatment  facilities  and  measures  to  enhance  natural  resource  restoration  and 
protection  of  our  national  parks. 

o  Major  investment  initiatives  include  increases  for  capitalizing  Clean  Water  State 

Revolving  Funds  (SRFs),  a  new  program  offering  grants  for  low-interest  loans  to  help 
municipalities  comply  with  the  Safe  Drinking  Water  Act,  natural  resource  protection  and 
environmental  infrastructure  initiatives  on  public  lands  and  EPA's  environmental 
technology  and  "green"  programs. 

Transportation 

o  The  stimulus  package  includes  a  $3  billion  highway  program  increase;  $736  million  for 

mass  transit  capital  improvements;  $250  million  for  Airport  Improvement  Grants;  and 
$188  million  for  Amtrak  capital  grants. 

o  The  President's  long-term  investment  package  includes  full  funding  for  the  Intermodal 
Surface  Transportation  Efficiency  Act  of  1991  flSTEA);  funding  to  develop  a  new  high 
speed  rail/mag-lev  initiative;  increased  investment  in  national  park  and  Indian  reservation 
roads;  and  funding  for  highway  safety  grants,  including  support  for  programs  that  reduce 
alcohol-related  traffic  accidents. 

o  The  budget  also  increases  funding  for  airport  development  projects  and  air  traffic  control 

modernization  by  $230  million  and  $920  million  over  5  years  respectively. 

Community  and  Reeional  Development 

o  The  budget  proposes  $690  million  over  5  years  in  investment  funding  for  the  CDBG 
program.  The  Community  Development  Block  Grant  program  provides  flexible  funding 
to  state  and  local  governments  to  allow  them  to  meet  their  particular  community 
development  needs.  This  much  needed  additional  funding  will  allow  states  and  localities 
to  begin  work  on  a  backlog  of  unfunded  "ready  to  go"  projects  such  as  street,  sidewalk 
and  bridge  repair,  building  rehabilitation;  and  public  services.  CDBG  projects  have  both 
a  direct  and  indirect  effect  on  job  creation  and  economic  development.  The 
Administration  estimates  that  the  CDBG  investment  will  directly  create  60,000  jobs  over 
the  next  5  years  and  indirectly  create  even  more  through  improved  local  economic 
conditions. 

o  The  budget  provides  $1.1  billion  over  5  years  to  increase  lending  and  grant  authority  of 
the  Rural  Development  Administration.  RDA  administers  a  water  and  waste  water  loan 
and  grant  program  that  targets  rural  communities  with  average  income  at  or  below  80 
percent  of  state  median  income.  These  communities  have  the  highest  rates  of 
noncompliance  with  federal  environmental  standards. 
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Education  and  Training 

o  The  Clinton  Administration  meets  its  promise  to  invest  in  children  by  putting  the  early 

childhood  education  program  Head  Stan  on  the  path  to  full  funding  by  1999.  While 
approximately  700,000  participate  in  Head  Start  today,  1.4  million  will  be  participating 
in  1999  under  the  Clinton  proposal.  For  regular  grants,  the  Clinton  budget  provides  a 
$11.8  billion  budget  authority  increase  over  baseline  between  1994  and  1998.  A 
combined  (mandatory  and  discretionary)  $556  million  budget  authority  increase  in  1993 
in  the  stimulus  package  is  followed  with  a  combined  $1,432  billion  budget  authority 
increase  in  1994. 

o  For  education  reform  and  initiatives,  the  President's  plan  provides  $870  million  in  1994 

budget  authority.  Over  5  years,  the  Clinton  education  reforms  for  local  school 
improvements  and  initiatives  to  establish  and  meet  high  national  education  standards  is 
funded  with  $12.5  billion  in  budget  authority.  To  address  current  needs  of  disadvantaged 
pre-schoolers  in  the  Chapter  1  compensatory  education  summer  program,  the  stimulus 
package  includes  $500  million  in  1993  budget  authority  and  to  address  other  pressing 
needs  in  the  compensatory  education  program,  the  stimulus  package  includes  $235  million 
in  1993  budget  authority. 

o  The  stimulus  package  includes  $2  billion  to  cover  the  shortfall  in  the  Pell  Grant  Program. 

These  emergency  funds  will  make  this  college  aid  program  solvent  by  eliminating  the 
need  for  the  program  to  borrow  from  its  future  year  funding. 

o  To  help  disadvantaged  American  youth  find  jobs  this  summer,  the  President's  stimulus 

package  includes  $1  billion  to  provide  almost  700,000  summer  jobs. 

o  This  presidential  initiative  for  National  Service  is  intended  to  capture  the  spirit  of 

America  and  be  a  hallmark  of  the  Clinton  Administration.  The  plan  will  allow  young 
people  to  pay  for  college  through  community  service.  To  launch  National  Service,  $389 
million  budget  authority  is  provided  in  1994.  The  plan  includes  $10.8  billion  budget 
authority  over  5  years  for  this  effort 

o  The  President  proposes  $269  million  in  1994  budget  authority  for  a  new  system  of  Youth 

Apprenticeship,  work-based  learning  programs  for  non-college  bound  high  school  youth; 
the  budget  includes  $2,269  billion  budget  authority  over  5  years  for  this  new  program. 

o  Job  Corps  provides  comprehensive  services  for  the  nation's  most  disadvantaged  youth, 

including  room  and  board,  medical  care,  remedial  education,  vocational  training  and  job 
counseling.  It  has  proven  to  be  one  of  the  government's  most  successful  programs  and 
enjoys  broad  bipartisan  support  The  plan  calls  for  a  50  percent  increase  in  the  number 
of  Job  Corps  centers  and  participants  served  by  the  year  2001.  Realizing  the  so-called 
"50-50  plan"  would  mean  that  104,000  disadvantaged  young  people  would  be  served  in 
2001,  compared  to  the  current  70,000. 
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Health 


To  end  the  scandalously  low  rate  of  vaccinations  of  America's  children  against  disease, 
President  Clinton's  stimulus  package  includes  $300  million  in  1993  budget  authority  to 
fully  fund  Childhood  Immunization  Action  Plans  for  states  and  large  cities.  One  million 
children  will  be  immunized  during  the  summer  of  1993  because  of  this  presidential 
initiative.  These  monies  will  also  launch  the  creation  of  a  national  registry  to  monitor  the 
immunization  status  of  children. 

As  a  prelude  to  comprehensive  health  care  reform,  the  President's  plan  would  make 
crucial  investments  in  long-term  improvements  in  health  status.  Increased  funding  would 
be  provided  for  childhood  immunizations,  teenage  pregnancy  prevention,  AIDS  prevention 
and  research,  and  drug  abuse  prevention  and  treatment 

The  Administration  proposes  additional  funding  for  the  Women,  Infants,  and  Children 
Supplemental  Feeding  Program  and  puts  it  on  the  path  to  full  funding  by  1996.  Two 
million  more  children  than  those  being  served  today  will  be  participating  when  all  eligible 
1-4  year  olds  are  served.  The  $75  million  budget  authority  increase  in  1993  in  the 
stimulus  package  is  followed  by  a  $350  million  budget  authority  increase  in  1994.  The 
Clinton  plan  provides  a  total  of  $3.8  billion  budget  authority  increase  over  baseline  for 
WIC  between  1993  and  1998. 

The  President  proposes  providing  parenting  classes  and  other  activities  to  help  support 
disadvantaged  families.  The  President's  investment  in  Parenting  and  Family  Support  is 
$40  million  in  1994  outlays  and  a  total  of  $1.45  billion  in  outlays  over  5  years. 

Meat  and  poultry  inspection  would  be  improved  by  adding  200  inspectors  and 
improving  food  safety  research  at  a  cost  of  $146  million  over  5  years.  This  new 
cost  is  more  than  offset  by  the  plan's  proposal  to  require  fees  for  payment  of  the 
costs  of  overtime  inspection  work. 


Income  Security 


To  further  help  low  income  families  with  their  child  care  needs,  the  Administration's 
budget  provides  $40  million  in  1994  budget  authority  over  baseline  for  the  Child  Care 
Development  Block  Grant.  The  program  will  be  further  expanded  by  $795  million  in 
budget  authority  over  5  years  under  the  President's  plan. 

In  order  to  offset  the  effects  of  the  energy  tax  on  low-income  families,  the  President's 
budget  includes  an  additional  $3  billion  in  budget  authority  from  1995-98  for  the  Low 
Income  Home  Energy  Assistance  Program. 

In  order  to  offset  the  effects  of  the  energy  tax  on  low-income  families,  the  President's 
budget  includes  an  additional  $12  billion  in  budget  authority  over  5  years  for  the  Food 
Stamp  Program. 
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Today  the  unemployment  rate  is  0.4  percent  higher  than  it  was  when  the  recession 
officially  ended  in  March,  1991.  The  President's  plan,  therefore,  extends  the 
Emergency  Unemployment  Compensation  program  through  October  2,  1993. 
Moreover,  because  so  many  of  the  recent  layoffs  will  be  permanent,  the  Clinton 
Administration  proposes  an  innovative  initiative  to  identify  and  help  displaced 
workers  more  quickly. 

Investments  in  housing  vouchers,  HOME  grants,  public  housing  operating  subsidies, 
supportive  housing,  and  preservation  and  renovation  of  low-income  rental  housing  would 
make  housing  more  affordable  for  low-income  Americans  and  provide  shelter  for  the 
homeless.   The  President  proposes  an  investment  of  $4.8  billion  over  5  years. 


Social  Security 


o  The  President's  plan  would  increase  funding  for  administration  of  the  Social 

Security  program,  beginning  in  1993,  to  reduce  delays  in  processing  of  claims  for 
disability  insurance  and  modernize  automation  for  the  entire  Social  Security 
system. 

Veterans 

o  The  plan  provides  for  $235  million  in  budget  authority  as  part  of  a  short-term 

stimulus  package  to  take  care  of  backlogged  maintenance  and  repair  in  veterans 
medical  facilities. 

Administration  of  Justice 

o  The  budget  includes  $401  million  for  a  Justice  Crime  initiative.    The  plan  includes: 

funding  for  the  Brady  gun  control  bill's  improved  criminal  information  data  bases;  a  new 
Community  Policing  "Cops  on  the  Beat"  initiative;  a  new  Police  Corps  program  to 
provide  scholarships  to  students  in  exchange  for  state  or  local  police  service;  and 
increased  funds  for  existing  federal  law  enforcement  activities. 

o  The  budget  provides  $9  million  in  stimulus  funding  for  additional  staff  to  address  a 

backlog  of  cases  under  the  Americans  with  Disabilities  Art  and  the  Civil  Rights  Act  The 
budget  also  provides  $83  million  over  5  years  to  bolster  EEOC  enforcement  efforts. 

o  The  Administration  proposes  increased  investment  in  the  development  of  technologies 

with  a  budget  request  of  $3  billion  over  5  years  for  NIST.  NIST  provides  technology 
support  to  U.S.  industry.  There  is  a  vital  need  to  expand  technological  research  and 
development  to  promote  and  maintain  economic  growth  and  competitiveness.  The 
Administration  proposal  increases  NIST  matching  grants  for  industry-led  R&D  projects, 
develops  over  100  manufacturing  extension  centers  nationwide  by  1997,  and  doubles  the 
amount  of  R&D  performed  by  NIST  labs  by  1998. 
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Revenue  Proposals 

Raises  tax  rates  on  upper  income  individuals.  Includes  a  new  top  marginal  rate  of  36 
percent,  a  10  percent  surtax  on  incomes  above  $250,000  and  revisions  to  the  alternative 
minimum  tax; 

Raises  the  top  corporate  tax  rate  to  36  percent; 

Repeals  the  current  law  cap  on  the  Health  Insurance  wage  base; 

Imposes  a  broad-based  tax  on  energy  tied  to  the  level  of  BTU  content  for  each  energy 
source.  Extends  the  2.5  cent  gasoline  tax  which  is  currently  set  to  expire  in  1996; 

Reduces  from  80  percent  to  50  percent  the  current  law  deductibility  of  business  meal  and 
entertainment  expenses; 

Incorporates  a  number  of  measures  from  last  year's  vetoed  tax  bill  (H.R.11)  including: 
a  prohibition  against  the  deductibility  of  club  dues,  a  limit  on  so-called  double-dipping 
related  to  FSLIC  financial  assistance  and  denial  of  the  deduction  for  executive  pay  in 
excess  of  $1  million  per  year, 

Requires  securities  dealers  to  mark  the  value  of  their  inventories  to  market  levels  for 
purposes  of  tax  computation; 

Reforms  a  number  of  tax  provisions  relating  to  foreign  corporations; 

Provides  a  temporary  incremental  investment  tax  credit  for  large  businesses  and  a 
permanent  investment  tax  credit  for  small  businesses  (i.e.,  with  gross  receipts  under  $5 
million  per  year); 

Extends  a  number  of  expiring  tax  provisions  including:  employer-provided  educational 
assistance,  the  targeted-jobs  tax  credit,  small-issue  manufacturing  and  agricultural  bonds, 
mortgage  revenue  bonds  and  MCCs,  the  research  and  experimentation  credit  and  low 
income  housing  tax  credit,  and 

Provides  incentives  for  investment  in  small-business,  including  a  targeted  capital  gains 
rate  cut 
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SPENDING,  REVENUE,  AND  DEFICIT  TOTALS 
IN  THE  1994  ECONOMIC  PLAN 

(S  in  billions) 


1993 


1994 


1995 


19% 


1997 


1998 


DISCRETIONARY 

Defense    294.3  277.8  273.1  265.5 

Nondefense 261.7  270.4  282.1  292.6 

Subtotal    556.0  548.2  555.2  558.1 

MANDATORY 717.0  752.7  782.1  811.5 

NET  INTEREST 202.1  212.0  227.2  243.3 

TOTAL  OUTLAYS   ..  1,475.1  1,513.0  1,564.5  1,612.8 

TOTAL  REVENUES  .  1,1432  1,250.5  1,322.8  1,407.5 

TOTAL  DEFICIT    ...  331.9  262.5  241.7  205.3 

On-Budget    376.7  324.0  314.0  291.6 

Off-Budget   -44.9  -61.6  -723  -863 


249.7 
302.4 
552.1 
868.0 
257.4 


253.3 
312.5 
565.8 
928.5 
272.7 


1,677.5  1,767.0 

1,471.0  1,525.6 

206.5  241.4 

301.4  3473 

-94.9  -105.8 
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Appendix 


DEFENSE  DISCRETIONARY  PROPOSALS 

(inbamofdotot) 


1993  1994  199S  1996  1997 


Current  06RA  B— |WK 
Budget  Autftority 

Outlays 


Change  from  OBRA  to  Bush  Adjusted. 

Budget  Authority 

Outlays 

Current  Bush  Adjusted  Baaafne: 

Budget  Authority 

Outlays 


PJBjpoejd  Pofccy  Chengesr 

Budget  Authority 

Outtays 


Proposed  D  oleosa  Discretionary: 

Budget  Authortty 

Outlays 


2743 

2880 

296.4 

3045 

3124 

3214 

2943 

289.6 

2934 

2994 

3064 

3134 

-1i5 

-18.4 

-262 

-284 

-28.1 



-5.3 

-94 

-15.2 

-204 

-244 

2755 
2B4.4 

-114 

278.0 
2844 

-15.2 

2784 
2844 

-244 

2844 
2864 

-364 

293.4 

2894 

-394 

-6.7 
263.7 

-11.7 
2628 

-19.7 
2534 

-37.4 
248.4 

-384 

274.3 

2S44 

294.3 

277.7 

2724 

2644 

249.1 

252.7 

Source:  OMB's  "A  Vision  of  Change  for  America"  2/17/93 

24 


250 


Appendix 

BUDGET  OUTLAYS  BY  FUNCTION 

(In  bittons  of  dotars) 


Estimate 

Function 

1993 

1994 

1995 

1996 

1997 

1998 

292.9 

19.3 

17.2 

4.9 

22.1 

21.6 

13.6 

36.9 

10.8 

53.4 

105  3 

132.7 

208.8 

305  a 

35.7 

15.3 

14.8 

202.1 

* 

-37.3 

277.3 

18.7 

18.1 

3.4 

21.9 

16.1 

14.0 

39.8 

11.1 

53.8 

118.3 

147.2 

214.3 

321.0 

37.8 

15.9 

14.4 

212.0 

-3.3 

-39.0 

272.3 

18.7 

19.7 

4.1 

22.8 

13.8 

0.6 

40.4 

10.4 

56.6 

133.3 

162.8 

221.5 

336.7 

37.5 

17.2 

15.6 

227.2 

-6.1 

-40.7 

264.9 

18.2 

20.7 

4.5 

23.3 

125 

-10.5 

41.3 

9.7 

56.1 

149.6 

179.0 

229.7 

351.3 

37.0 

17.4 

15.5 

243.3 

-7.2 

-43.2 

2495 

18.0 

21.6 

45 

23.7 

105 

-105 

457 

9.5 

62.7 

166.8 

1955 

240.4 

367.4 

39.1 

17.7 

15.7 

257.4 

-85 

-45.6 

2557 

General  science,  space  and  technology 

18.4 

225 

4.0 

23.7 

Transportation — — 

115 
-7:0 

43.7 
9.7 

Education,  training,  employment,  and  social  services 

655 
185.4 
213.6 

Income  security — 

249.1 
383.1 

Veterans  benefits  and  sen/ices  „ 

40.0 
185 
15.8 

2757 

-9.1 

Undistributed  offsetting  receipts 

-46.1 

1,475.1 

1,513.0 

1.564.5 

1.612.8 

1.6775 

1,767.0 

*  $50  million  or  less. 


Source:  0MB' s  "A  Vision  of  Change  for  America"  2/17/93 

25 


251 


Appendix 


BUDGET  OUTLAY  TOTALS  BY  AGENCY 

(In  Maoris  of  dollars) 


Estimate 


1993 


1994  1995  1996 


1997 


1990 


Cabinet  Agencies: 

Agriculture 

Commerce ..—....«. 

Defense 

Education 

Energy 


Hearth  and  Human  Services. 


Housing  and  Urban  Development 


Justice.. 


Stats  

Transportation.... 

Treasury 

Veterans  Affairs  . 


feuaVx  Agencies: 
Corps  of  engineers,  Matary 


Retirement  and  Other 


Deposit  Insurance  Ageroes 

Environmental  Protecbon  Agency  ■ 


Executive  Office  of  the  President 

Federal  Emergency  Management  Agency- 
Funds  Appropriated  to  trie  President..- 

General  Services  Administration 

Judicial  Branch 


Legislative  Branch 

Manorial  Aeronautics  and  Space  Administration.. 

National  Science  Foundation 

Office  of  Personnel  Management 

Postal  Service 


Raaroed  Retirement  Board.. 


Smal  Business  Administration . 
AM  Other  Agencies ■■■ 


unotstnoueM  uaajaaajBj  necopvs . 


67.0 

63.6 

63.9 

65.2 

655 

655 

3.1 

32 

3.4 

3.7 

35 

45 

279.5 

264.1 

258.9 

251.4 

2355 

2395 

309 

31.0 

306 

26.6 

305 

30.8 

169 

15.8 

16.9 

175 

165 

165 

591.7 

639.6 

6865 

7355 

7895 

845.4 

260 

289 

295 

29.9 

305 

30.7 

75 

72 

7.1 

75 

7.1 

75 

10.5 

10.4 

115 

105 

105 

105 

468 

375 

36.1 

375 

38.4 

39.1 

5.7 

55 

5.7 

55 

55 

6.1 

365 

392 

39.6 

40.4 

415 

425 

3024 

3195 

3445 

368.9 

390.7 

4145 

35.4 

37.1 

36.4 

355 

37.7 

384 

295 

30.7 

315 

33.1 

345 

354 

65 

75 

-45 

-12.7 

-115 

-75 

65 

6.7 

65 

75 

75 

7A 

0.2 

05 

05 

05 

05 

05 

3-2 

15 

15 

05 

05 

0.7 

11.9 

115 

115 

11.1 

105 

105 

13 

0.9 

1.4 

0.4 

05 

0.1 

25 

25 

2.7 

28 

25 

50 

25 

2-9 

35 

3.1 

35 

35 

14.1 

14.7 

'    1S5 

155 

165 

165 

25 

3-0 

35 

3.7 

45 

45 

375 

385 

395 

435 

465 

495 

15 

22 

15 

-05 

-15 

-15 

4.7 

4.7 

4.7 

4.7 

4.7 

4.7 

15 

05 

0.4 

0.4 

0.4 

0.4 

75 

7.7 

95 

85 

85 

95 

-1195 

-1275 

-1355 

-144.6 

-153.9 

-162.0 

Total  outlays. 


1.475.1         1513.0         15645         15125         1.6775         1.7675 


Source:  0MB' s  "A  Vision  of  Change  for  America"  2/17/93 

26 


THE  PRESIDENT'S  ECONOMIC  PLAN 


WEDNESDAY,  FEBRUARY  24,  1993 

U.S.  Senate, 
Committee  on  the  Budget, 

Washington,  DC. 
The  committee  met,  pursuant  to  notice,  at  10:08  a.m.,  in  room 
SD-608,  Dirksen  Senate  Office  Building,  Hon.  Jim  Sasser  (chair- 
man of  the  committee)  presiding. 

Present:  Senators  Sasser,  Exon,  Dodd,  Sarbanes,  Boxer,  Murray 
Domenici,  Grassley,  Nickles,  Brown,  and  Gorton. 

Staff  present:  Larry  Stein,  staff  director;  John  J.  Callahan,  dep- 
uty staff  director;  and  Kathleen  M.  Deignan,  assistant  director  for 
human  services. 

For  the  minority:  G.  William  Hoagland,  staff  director;  and  Jim 
Capretta,  senior  analyst  for  social  security  and  health. 

OPENING  STATEMENT  OF  CHAIRMAN  SASSER 

Chairman  Sasser.  The  committee  will  come  to  order. 

This  morning  the  committee  is  pleased  to  welcome  the  Secretary 
of  the  Department  of  Health  and  Human  Services,  Donna  Shalala. 

I  want  to  welcome  you  before  the  committee  this  morning, 
Madam  Secretary,  and  tell  you  it  is  a  real  pleasure  to  have  you 
here. 

Our  ranking  member,  Senator  Domenici,  this  morning  is  engaged 
in  another  hearing  in  the  Energy  Committee,  but  I  am  advised  he 
will  join  us  just  as  soon  as  he  possibly  can.  He  is  ably  represented 
here  this  morning  by  Senator  Brown  of  Colorado. 

It  is  a  personal  pleasure  for  me  to  have  Secretary  Shalala  before 
this  committee  this  morning.  I  heard  a  story  the  other  day  about 
Secretary  Shalala  that  goes  something  like  this:  When  she  was  9 
years  old,  a  tornado  watch  was  issued  for  the  town  in  which  she 
lived,  and  everybody  ran  for  shelter.  But  Donna  Shalala's  mother 
began  looking  for  her  and  couldn't  find  her,  and  her  mother  found 
the  future  Secretary  of  Health  and  Human  Services  at  a  corner  di- 
recting traffic. 

So,  Secretary  Shalala,  here  you  are  today  in  a  different  storm  on 
a  different  corner,  but  you  are  still  directing  traffic  to  try  to  keep 
us  out  of  gridlock  on  some  very,  very  important  issues. 

I  want  to  congratulate  you.  I  think  you  are  off  to  an  excellent 
start  at  the  Department  of  Health  and  Human  Services.  You  have 
one  of  the  most  difficult  jobs  in  the  executive  branch  of  govern- 
ment. You  administer  the  largest  budget  of  any  department  of  the 
executive  branch.  So  your  responsibilities  are  exceedingly  large. 

(253) 
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The  programs  that  President  Clinton  unveiled  in  the  State  of  the 
Union  Message  go  right  to  his  promise  to  invest  in  our  people,  to 
invest  in  our  Nation,  to  invest  in  the  United  States.  And  I  think 
two  stand-out  winners,  and  two  examples  of  this,  are  the  Childhood 
Immunization  Program  and  the  Head  Start  Program. 

I  frankly  am  amazed  that  we  even  have  to  debate  the  merits  of 
Federal  funding  for  immunization  of  our  children.  That  really 
ought  to  be  a  given. 

The  immunization  of  1  million  children  by  the  summer  of  1993 
is  part  of  what  the  President  calls  his  "summer  of  opportunity." 
And  I  don't  think  it  comes  a  day  too  soon. 

For  example,  only  69  percent  of  the  2-year-olds  in  my  native 
State  of  Tennessee  are  appropriately  immunized;  30  percent  are 
not.  Interestingly  enough,  in  the  State  of  New  Mexico,  for  example, 
only  54  percent  of  the  children  are  properly  immunized;  56  percent 
in  Oklahoma.  And,  Senator  Exon,  you  are  ahead  of  most  States;  65 
percent  of  the  children  in  your  State  are  properly  immunized,  but 
you  have  got  35  percent  who  are  not. 

So  this  is,  indeed,  a  wise  investment  in  the  future  of  our  country 
to  make  sure  that  all  of  our  children  have  proper  immunization. 

I  think  Head  Start  is  another  perfect  example  of  investing  in  the 
people  of  this  country  and  investing  in  the  future  of  the  United 
States.  It  is  an  investment  that  promises  payoffs,  I  think,  far  be- 
yond the  original  price  tag. 

The  Administration's  full  funding  for  Head  Start  by  1999  is  going 
to  make  this  program  available  to  1,400,000  disadvantaged  chil- 
dren; that  is  double  the  number  of  children  who  are  currently  being 
served  by  Head  Start  in  the  country  today. 

The  $12  billion  cost  of  the  Clinton  plan's  5-year  investment  in 
Head  Start  I  think  really  pales  next  to  what  the  Nation  might  have 
to  pay  down  the  road  for  disadvantaged  children  who  do  not  receive 
special  attention. 

It  costs  $20,000  to  $30,000  a  year  to  keep  a  person  incarcerated 
in  a  prison.  It  costs  hundreds  of  thousands  of  dollars  in  welfare 
costs  over  the  lifetime  of  a  welfare  recipient.  And  this  doesn't  take 
into  consideration  the  incalculable  loss  to  the  economy  from  wages 
that  are  never  earned  and  taxes  that  are  never  paid. 

Now,  as  I  read  President  Clinton's  plan,  the  Department  of 
Health  and  Human  Services,  Madam  Secretary,  is  responsible  for 
deficit  reduction  totaling  $94.3  billion  between  1993  and  1998.  This 
deficit  reduction  is  done  the  real  way — and  I  think  the  only  way 
it  can  be  done — by  cutting  specific  programs  and  not  resorting  to 
empty  approaches  such  as  entitlement  caps. 

Now,  of  course,  there  are  critics  of  the  President's  plan,  and 
there  is  a  lot  of  talk  about  making  additional  outlay  cuts.  But  we 
hear  very  little  talk  about  advancing  specific  additional  cuts  to  go 
along  with  those  the  President  has  advanced. 

Instead,  we  hear  talk  about  caps,  we  hear  talk  about  freezes,  all 
sorts  of  Rube  Goldberg  devices  that  produce  a  lot  of  motion,  but 
really  don't  produce  any  tangible  savings. 

I  think  it  is  time  that  instead  of  trying  to  pass  the  buck,  if  we 
want  to  do  something  about  increasing  the  spending  cuts,  then  let's 
come  forward  and  be  specific  with  the  cuts  just  as  the  President 
did. 
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Now,  the  President's  plan  has  cuts  in  it  for  medicare,  but  they 
are  done  in  a  responsible  way.  Medicare  beneficiaries  are  not 
harmed,  and  there  is  a  solid  and  responsible  down  payment  on 
health  care  cost  containment  that  comes  with  these  medicare 
health  care  cuts  to  providers. 

The  fine  line  is  walked  because  the  policy  cuts  were  weighed  by 
the  President  specifically  and  they  are  targeted  specifically.  You 
are  not  going  to  get  that  kind  of  result,  in  my  judgment,  from  a 
blunt  cap  or  broad  freeze. 

I  would  remind  some  of  my  colleagues  what  the  Chairman  of  the 
Federal  Reserve  Board,  Alan  Greenspan,  said  before  this  committee 
just  a  few  days  ago  about  entitlement  caps.  I  want  to  quote  him 
specifically.  He  said,  and  I  quote, 

It  is  very  easy  to  see — which  we  have  seen  in  the  past-groups  of  programs  which 
will  be  capped  or  something  like  that,  leaving  to  be  defined  how  they  are  to  be 
capped  and  t>y  whom  and  at  what  later  date. 

Greenspan  continued  in  saying, 
That  is  wholly  noncredible  to  the  markets. 

So,  Secretary  Shalala,  on  that  note,  I  want  to  welcome  you  here 
this  morning.  Our  attendance  is  light  this  morning,  and  we  will 
turn  to  some  of  our  colleagues  for  any  brief  opening  statement  they 
might  like  to  make.  Senator  Brown? 

OPENING  STATEMENT  OF  SENATOR  BROWN 

Senator  Brown.  Thank  you,  Mr.  Chairman. 
I  would  like  to  ask  that  the  statement  of  Senator  Domenici  be 
entered  into  the  record  at  this  point. 
Chairman  Sasser.  It  will  be  included  in  the  record  as  if  read. 
[The  prepared  statement  of  Senator  Domenici  follows:] 

OPENING  STATEMENT  OF  SENATOR  DOMENICI 

Madame  Secretary,  welcome  to  the  Senate  Budget  Committee. 

You  have  one  of  the  toughest  and  most  important  jobs  in  the  Federal  Government. 
Your  department  touches  the  daily  lives  of  millions  of  Americans,  many  of  whom 
depend  on  HHS  programs  for  their  economic  security. 

But,  as  you  know,  some  of  these  HHS  programs  are  in  need  of  major  reform  be- 
cause they  no  longer  work  well  or  are  growing  at  unstainable  rates.  The  President 
himself  is  calling  for  fundamental  reform  of  some  of  the  largest  programs  in  HHS. 

I  believe  one  of  the  major  challenges  you  face  will  be  to  convince  those  Americans 
who  depend  on  these  programs— particularly  the  entitlements— that  change  is  nec- 
essary and,  as  the  President  says,  "Change  is  their  friend". 

The  President's  economic  plan  contains  many  provisions  that  fall  within  your  ju- 
risdiction, and  I  hope  during  the  course  of  the  hearing  today  we  can  discuss  some 
of  the  important  proposals  he  has  made. 

But,  first,  I  hope  you  can  shed  some  light  on  an  issue  that  isn't  specifically  in  the 
budget  yet,  although  it  is  implied  in  some  of  the  numbers— that  is  health  care  re- 
form. 

The  President  has  said  many  times,  very  persuasively,  that  we  will  never  get  our 
fiscal  house  in  order  if  we  don't  reign  in  the  exploding  costs  of  health  care. 

The  President's  own  budget  figures  show  how  right  he  is. 

With  all  of  the  taxes  he  is  proposing,  the  deficit  will  come  down  some  over  the 
next  few  years. 

But  in  1998  and  beyond,  the  deficit  heads  back  up  again  because  of  skyrocketing 
health  care  cost — mainly  medicare  and  medicaid  spending  increases. 

In  the  year  2003,  the  deficit  will  hit  $400  billion,  or  4.1  percent  of  GDP. 

Clearly,  we  need  to  do  much  more  in  the  health  care  programs  to  reign  in  the 
deficit. 

In  the  budget  document,  there  are  some  projections  of  the  deficit  path  assuming 
Tiealth  care  cost  controls".  As  stated  in  the  text,  the  assumption  is  that  health  care 
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reform  will  limit  the  growth  of  Federal  health  care  spending  to  the  rate  of  inflation, 
beneficiary  growth,  plus  2  percent. 

In  this  chart,  we  have  taken  these  implied  health  care  savings  and  applied  them 
to  the  President's  proposed  deficit  path  assuming  CBO  economics. 

As  you  can  see,  if  we  could  actually  do  it,  these  health  care  controls  would  help 
stabilize  the  deficit  by  saving  about  $118  billion  over  5  years  and  $660  billion  over 
10  years. 


Clinton  Deficit  Estimate 

With  and  Without  Health  Care  Reform 
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1993  1994  1995  1996  1997  1998  1999  2000  2001  2002  2003 

Fiscal  Years 

1993-1998  1993-2003 


Health  Reform  Savings  ($  Billions)        -  $1 1 8 


$662 


Plus  Interest  ($  Billions) 


$129 


$791 


SOURCE:  Senate  Budget  Committee,  Minority  Staff  2-23-93 


I  would  be  heartened  by  these  figures  if  I  believed  the  Administration  was  on  the 
verge  of  developing  a  plan  to  reduce  Federal  health  care  spending  by  that  amount. 

But,  just  last  Friday,  OMB  director  Panetta  said  he  was  "very  skeptical"  of  sug- 
gestions that  we  can  reduce  Federal  health  care  spending  in  health  reform. 

Moreover,  I  read  in  the  newspapers  that  the  consensus  view  in  the  Clinton  admin- 
istration is  that  health  reform  will  increase  Federal  spending  by  $30  to  $90  billion 
each  year,  not  decrease  it.  And  some  advisors  are  pushing  to  expand  Federal  medi- 
care benefits  to  cover  more  services. 

So,  as  I  see  it  today,  the  Clinton  administration  is  looking  to  ask  the  American 
people  for  three  tax  increases,  not  one,  and  all  of  the  increases  will  be  of  mammoth 
proportions: 

We  have  the  $293  billion  tax  increase  that  is  part  of  the  economic  plan; 

Later,  it  seems  we  will  be  asked  to  pay  at  least  $30  billion  more  each  year  in  new 
taxes  to  cover  more  people  under  health  reform  and  perhaps  even  more  if  we  ex- 
pand medicare  benefits; 

Which  means  that  if  we  are  ever  to  get  the  deficit  down  to  the  lower  path  through 
health  reform,  we  will  have  to  pay  even  more  taxes — $660  billion  more  over  10 
years — perhaps  under  the  rationale  that  the  government  deserves  to  recoup  some 
of  the  private  sector  savings  from  health  care  cost  controls. 

I  hope  I  am  wrong  in  this  analysis,  because  these  kinds  of  tax  increases  would 
be  a  disaster  for  this  country's  economy. 
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Madame  Secretary,  your  primary  responsibility  is  not  tax  policy  and  I  don't  e- 
?aised°U  atle  to  Pr°Vlde  definitive  ""^to  a»  of  the^oncems  tnat  f  haC 

i8t?attionerhaP9  y°U  °an  Shed  8°me  Ught  °nt0  the  current  thi«king  inside  the  Admir 
Thank  you. 

Senator  Brown.  Senator  Domenici  will  be  joining  us.  He  is  at  an 
other  meeting  but  I  know  he  wants  very  much  to  hear  the  Sec 
retary  and  will  be  here  shortly. 

t  JS"'  1Chairman>  l  simply  would  want  to  note  a  couple  things  thai 
I  a1?^  appropriate  as  we  proceed  with  deliberations  on  th€ 
budget  that  is  before  us.  Once  again,  in  counting  savings  in  thi* 
area,  we  are  counting  the  25  percent  premium  of  Medicare  Part  B 
that  is,  more  precisely,  we  are  counting  the  extension  of  it 

1  his  has  been  a  very  fruitful  area,  and  for  those  who  are  not  fa- 
miliar with  the  mystique  involved  in  congressional  budgeting,  it  is 
perhaps  worthy  of  noting  that  we  counted  this  six  different  times 
We  counted  it  in  1982;  we  counted  it  in  1984;  we  counted  it  in 
1985;  we  counted  it  in  1987  and  in  1989  and  in  1990.  And  it  ap- 
pears that  we  will  count  it  again  as  another  savings,  but  in  reality 
it  is  simply  exactly  what  was  done  in  1982,  should  have  counted 
once.  And  the  repeat  perhaps  makes  our  numbers  look  better,  but 
in  reality  it  is  part  of  the  very  creative  budgeting  process  that  we 
are  involved  in  and  not,  I  suspect,  a  dramatic  change  in  policy  at 

*oonuYved  ^  the  budSet  ^so  recommended  by  the  President  are 
u-  £lUlon  m  5'year  cuts  that  were  pushed  by  President  Bush  and 
which,  unfortunately,  Congress  deemed  as  dead  on  arrival  in  prior 
years.  I  say  that  not  in  criticism  of  the  President  at  all.  I  am  glad 
that  he  has  decided  to  make  those  tough  decisions  and  make  those 
tough  recommendations.  I  hope  that  we  will  see  Congress  respond 
more  favorably  to  the  President's  recommendations  in  that  particu- 
lar area. 

I  will  be  interested  to  see  the  details  of  the  immunization  plan 
that  the  Administration  has  outlined.  Certainly  every  American 
that  I  know  is  strongly  in  favor  of  childhood  immunization 

I  do,  however  have  a  question;  that  is,  why  it  is  that  children 
of  the  rich  should  have  subsidies  from  the  Federal  Government  to 
have  their  children  immunized,  when  at  least  the  studies  I  have 
seen  indicate  that  that  is  not  the  problem?  It  is  not  the  children 
of  the  rich  that  fail  to  have  the  immunizations,  although  obviously 
no  category  has  a  perfect  immunization  record. 

But  it  seems  to  me  for  the  Federal  Government  to  adopt  a  policy 
which  may  involve  subsidies  to  those  who  have  more  than  the  abil- 
ity to  pay  for  it  is  not  in  tune  with  the  reality  of  the  budgetary 
world  we  live  with. 

Mr.  Chairman,  I  appreciate  the  hearing.  I  look  forward  to  the 
becretaiys  testimony. 

Chairman  SASSER.  Thank  you,  Senator  Brown. 

Senator  Exon,  do  you  have  an  opening  statement  or  comments 
this  morning? 

Senator  Exon.  I  have  no  opening  statement.  I  am  anxious  to 
hear  the  Secretary,  and  then  I  will  ask  some  questions,  Mr.  Chair- 


man. 


Chairman  Sasser.  Thank  you  very  much. 
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Senator  Gorton? 

Senator  GORTON.  Thank  you,  Mr.  Chairman. 

I  have  no  formal  opening  statement.  I  will  express  my  wish  at 
this  point  that  the  Secretary  in  her  opening  statement  deal  with 
the  question  which  has  become  a  more  and  more  significant  ques- 
tion, given  the  frequent  propensities  of  the  Congress  of  the  United 
States,  and  that  is  whether  or  not  the  passage  of  the  stimulus  pro- 
gram and  all  of  the  spending  increases  included  in  it  can  appro- 
priately precede  the  spending  cuts  and  the  disciplines  which  are  so 
much  more  difficult,  or  whether  the  Administration  is  going  to  re- 
view its  bidding  on  that  subject  and  require  that  the  spending  cuts 
particularly  be  in  place  before  the  stimulus  program  and  all  of  its 
spending  is  passed.  I  hope  that  the  Secretary  will  address  herself 
to  that  question. 

Chairman  Sasser.  Thank  you,  Senator  Gorton. 

Senator  Boxer? 

Senator  Boxer.  Mr.  Chairman,  I  don't  have  an  opening  state- 
ment. I  welcome  the  Secretary  and  look  forward  to  hearing  from 
her. 

Chairman  Sasser.  Senator  Sarbanes,  do  you  have  an  opening 
statement  or  comments? 

OPENING  STATEMENT  OF  SENATOR  SARBANES 

Senator  Sarbanes.  I  will  be  very  brief,  Mr.  Chairman.  First,  I 
want  to  join  my  colleagues  in  welcoming  the  Secretary  before  the 
committee. 

I  want  to  commend  you  very  strongly  for  the  investment  initia- 
tives that  are  contained  in  the  President's  program  as  they  affect 
your  Department.  Yours  is  really  a  long-term  investment  strategy 
when  we  talk  about  Head  Start  and  when  we  talk  about  the  immu- 
nization and  about  the  WIC  Program.  We  are  going  to  build  strong- 
er, healthier,  more  alert  children,  and  that  is  going  to  give  us  a 
better  workforce  when  they  eventually  reach  that  point. 

The  other  thing  that  I  think  is  very  important  is  all  of  these  pro- 
grams have  been  proven  time  and  time  again  to  be  enormously  ef- 
fective in  terms  of  benefit/cost  ratio.  It  is  absolutely  madness  to  fail 
to  immunize  our  children,  and  then  have  them  contract  these  var- 
ious diseases  that  could  have  been  avoided  altogether  through  a 
comprehensive  immunization  program,  and  then  lay  out  the  medi- 
cal costs  associated  with  having  the  diseases. 

Every  study  gives  you  about  a  10:1  ratio.  A  dollar  spent  on  the 
immunization  of  children  saves  you  $10  down  the  fine  on  the 
health  costs. 

The  WIC  Program  is  the  same  way.  Caring  for  a  low-birthweight 
premature  baby  costs  hundreds  of  thousands  of  dollars  and  re- 
quires some  of  the  most  sophisticated  medical  care  imaginable,  and 
the  WIC  Program  has  been  shown  to  reduce  the  number  of  low- 
birthweight  premature  babies.  We  realize  then  the  savings  that  ac- 
crue from  that.  Again,  the  program  is  a  fraction  of  the  cost  of  the 
care  that  is  necessary  if  you  do  not  have  the  program. 

So  I  really  want  to  commend  you  for  the  WIC  and  the  Head  Start 
Program,  which  has  been  shown  again  and  again  to  be  an  ex- 
tremely effective  program — in  fact,  even  President  Bush  acceded  to 
that  point. 
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Madam  Secretary,  I  want  to  express  my  own  particular  apprecia- 
tion for  the  effort  to  clear  up  the  backlog  of  disability  claims  at  the 
Social  Security  Administration.  It  is  really  a  national  disgrace  that 
people  can't  get  their  claims  adjudicated.  In  some  instances,  they 
die  before  the  claim  is  ever  adjudicated.  And  in  the  interim,  it  then 
turns  out  that  they  were  entitled  to  these  payments,  that  their  dis- 
ability warranted  it,  that  the  delays  and  the  backlog  were  so  great 
that  they  never  got  the  claims  they  deserved. 

It  is  reasonable  to  say  that  in  some  instances  the  failure  to  get 
the  claim  adjudicated  and  the  payments  made  contributed  to  the 
person's  death.  It  is  not  the  way  the  system  is  supposed  to  work, 
and  we  appreciate  the  fact  that  you  have  recognized  that  from  the 
very  outset  and  are  moving  to  correct  it. 

Thank  you  very  much,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you,  Senator  Sarbanes. 

Senator  Murray? 

OPENING  STATEMENT  OF  SENATOR  MURRAY 

Senator  Murray.  Thank  you,  Mr.  Chairman. 

Welcome,  Madam  Secretary.  It  is  great  to  have  you  here  this 
morning.  I  look  forward  to  your  testimony. 

I  was  with  the  President  earlier  this  week  in  my  home  State  of 
Washington,  and  I  want  you  to  know  that  the  largest  applause  he 
got  as  he  went  through  my  State  was  when  he  spoke  about  pro- 
grams that  will  be  under  your  jurisdiction,  from  Head  Start  to  im- 
munization to  health  care. 

So  I  look  forward  to  your  testimony  on  these  topics.  I  also  wanted 
to  just  mention  that  I  have  heard  some  criticism  over  the  past  sev- 
eral days  of  the  Head  Start  Program.  And  as  a  former  preschool 
teacher  and  someone  who  has  worked  with  these  programs,  I  just 
want  to  reiterate  that  oftentimes  we  underfund  these  programs, 
then  have  studies  out  that  say,  oh,  gosh,  it  didn't  work.  But  I  think 
what  the  President  is  doing  in  really  pushing  to  fund  these  criti- 
cally important  programs  will  show  us  down  the  road  that  these 
programs  do  work.  So  I  look  forward  to  your  testimony  on  how  you 
plan  to  implement  them. 

Thank  you. 

Chairman  Sasser.  Thank  you,  Senator  Murray. 

Madam  Secretary,  we  are  pleased  to  hear  from  you  this  morning 
now  with  regard  to  your  statement  or  comments  that  you  might 
wish  to  make. 

Please  proceed. 

STATEMENT  OF  HON.  DONNA  SHALALA,  SECRETARY,  UNITED 
STATES  DEPARTMENT  OF  HEALTH  AND  HUMAN  SERVICES 

Secretary  Shalala.  Thank  you  very  much,  Mr.  Chairman,  and 
thank  you  for  your  very  kind  introductory  remarks. 

When  my  mother  found  me  on  the  corner  she  wasn't  thinking 
that  I  would  someday  be  a  Cabinet  officer.  I  think  her  concern  was 
whether  I  was  going  to  make  it  from  9  to  10.  [Laughter.] 

Which  I  apparently  did. 

Members  of  the  committee,  last  week  President  Clinton  pre- 
sented to  the  Congress  and  the  American  people  a  bold  plan  to  cre- 
ate jobs  and  invest  in  our  future,  while  also  cutting  the  deficit  by 
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at  least  $140  billion  over  the  next  4  years.  I  am  very  pleased  to 
appear  before  you  today  to  discuss  some  of  the  ways  in  which  the 
President's  package  enhances  the  mission  of  the  Department  of 
Health  and  Human  Services. 

Right  now  we  have  a  historic  opportunity  to  protect  America's  fu- 
ture by  reducing  the  deficit  and  investing  wisely  in  the  American 
people.  We  believe  we  must  do  both,  and  we  must  act  quickly. 

A  case  in  point  is  our  central  challenge  of  controlling  health  care 
costs.  The  President  knows  that  if  we  do  not  enact  comprehensive 
health  care  reform,  we  will  never  lower  the  deficit  or  provide  all 
American  families  with  a  health  care  system  that  works. 

As  a  member  of  the  task  force  on  health  care  reform,  chaired  by 
Mrs.  Clinton,  I  can  tell  you  that  we  have  been  working  around  the 
clock  to  develop  a  plan  that  fulfills  both  of  these  goals.  The  plan, 
which  we  have  promised  in  May,  will  include  mechanisms  to  con- 
trol costs  in  the  private  sector,  in  addition  to  medicare  and  medic- 
aid cost  control  measures. 

I  know  that  you  are  all  very  concerned  about  the  medicare  and 
medicaid  reductions  presented  last  week,  and  I  want  to  emphasize 
that  these  budget  reductions  are  a  down  payment  on  our  overall 
program  to  reform  the  health  care  system  and  to  control  public  and 
private  health  care  costs. 

I  also  want  to  emphasize  that  we  are  proposing  to  reduce  the 
rate  of  increase  in  medicare  and  medicaid  spending,  not  to  reduce 
spending  from  either  program  below  existing  levels. 

It  is  very  important  to  put  these  reductions  in  the  context  of  the 
broader  effort  to  eliminate  waste  in  all  areas  within  the  health  care 
system.  As  the  health  care  system  is  reformed,  we  expect  to  be  able 
to  maintain  quality  and  realize  other  public  sector  savings. 

For  example,  when  we  move  to  a  system  that  emphasizes  preven- 
tion and  primary  care,  the  public  sector  should  save  money.  More 
importantly,  as  we  put  people  back  to  work  and  revitalize  the  econ- 
omy, fewer  people  will  be  relying  on  medicaid  coverage.  Likewise, 
as  we  extend  coverage  to  all  workers,  medicaid  costs  should  be  re- 
duced. 

The  bottom  line  is  that  we  think  we  can  maintain  quality  and 
make  the  system  more  efficient,  and  we  are  looking  for  more  sav- 
ings down  the  road. 

Before  proceeding  any  further,  let  me  say  that  while  your  invita- 
tion indicated  that  the  committee  would  be  interested  in  discussing 
next  year's  funding  proposals,  at  this  time  we  have  not  completed 
our  work  on  the  details  of  the  1994  budget.  While  I  will  be  happy 
to  return  and  discuss  the  details  as  soon  as  it  is  finalized,  today 
I  would  like  to  concentrate  exclusively  on  the  budget  implications 
of  the  President's  economic  strategy. 

As  a  first  step  towards  revitalizing  the  economy,  President  Clin- 
ton has  sent  to  the  Congress  a  fiscal  year  1993  supplemental  budg- 
et request  that  includes  $1.3  billion  for  HHS  programs  to  create 
new  jobs  and  enhance  services  that  are  essential  to  the  American 
people.  These  budget  items  should  be  viewed  as  an  immediate  in- 
vestment in  America's  future.  They  include  $500  million  to  extend 
the  Head  Start  Program  into  the  summer  months  and  create 
50,000  jobs  for  the  summer;  $200  million  to  increase  HIV  and  AIDS 
treatment  services  through  the  Ryan  White  Act;  and  $300  million 
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to  dramatically  improve  access  to  early  childhood  immunization 
Halt  of  the  2-year-olds  of  this  country  do  not  receive  the  necessarv 
SJJL11111^41011  a^ainst  Preventable  childhood  diseases.  There  is  also 
$d02  million  to  improve  service  and  efficiency  in  our  disability  and 
other  Social  Security  Administration  programs;  and  $9  million  to 
a?Yfnce  medical  information  technology  at  the  National  Institutes 
of  Health. 

This  portion  of  the  budget  package  is  reflective  of  a  new  philoso- 
•  ??  ■  Clinton  administration  brings  to  Government:  aggres- 
sive deficit  reduction,  combined  with  investment  in  programs  that 
create  jobs  and  give  our  children  a  better  chance  in  life,  improve 
the  Nation  s  health,  and  bring  greater  Government  efficiency  to  our 
customers,  the  American  people. 

The  President's  plan  also  includes  several  long-term  investments 
totaling  $29.1  billion  spread  over  the  next  4  years.  One  of  these  in- 
vestments is  in  Head  Start,  the  preschool  program  that  enables 
disadvantaged  children  to  begin  school  ready  to  learn.  We  propose 
to  expand  the  Head  Start  Program  by  $10  billion  over  the  next  4 
years  to  ensure  that  it  reaches  every  child. 

We  recognize  that  this  represents  a  significant  increase,  and  we 
are  confident  that  our  investment  is  a  wise  one.  We  believe  that 
Head  Start  works,  that  the  program  has  a  proven  record  of  enrich- 
ing lives,  indeed  of  preserving  lives,  and  of  saving  several  dollars 
in  long-term  expenditures  for  every  $1  in  short-term  program  costs. 
Because  we  are  proposing  to  deepen  our  investment  in  Head 
Start,  it  is  crucial  that  we  pay  close  attention  to  the  strain  expan- 
sion places  on  the  program's  quality  and  on  its  management  capa- 
bility, as  well  as  our  own  grantees.  You  may  be  aware  that  our  In- 
spector General's  office  will  soon  release  two  reports  indicating  that 
the  level  of  Head  Start  performance,  as  measured  by  key  indica- 
tors, was  considerably  lower  than  those  reported  by  grantees.  How- 
ever, due  to  the  limitations  of  the  study,  the  causes  and  extent  of 
these  problems  are  not  clear. 

Therefore,  I  have  directed  my  staff  to  review  the  program  care- 
fully with  these  reports  in  mind.  We  are  fully  committed  to  ensur- 
ing that  Head  Start  is  a  high-quality,  well-managed  program,  and 
expansion  does  not  affect  our  need  to  increase  quality  as  well  as 
instill  efficient  management  practices. 

To  return  to  other  investment  items,  we  also  have  requested  an 
additional  $1.2  billion  in  1994  for  AIDS,  women's  health  research 
and  other  public  health  initiatives.  Our  proposal  is  to  use  these 
funds  to  address  a  range  of  pressing  public  health  concerns,  with 
a  strong  emphasis  on  preventative  health  care.  We  plan  to  bring 
primary  care  prevention  services  to  underserved  populations;  to 
fight  the  spread  of  tuberculosis,  a  19th  century  disease  that  threat- 
ens to  return  in  full  force  in  the  1990's;  to  enhance  non-Ryan  White 
Act  HIV  and  AIDS  research  and  prevention  activities;  to  expand 
health  services  to  women,  including  family  planning;  to  prevent 
drug  abuse  all  across  America,  especially  among  young  women;  and 
to  stop  teenagers  from  lighting  their  first  cigarette  or  from  continu- 
ing to  smoke  when  they  ought  to  know  better. 

Indeed,  in  order  to  further  strengthen  families,  the  President  in- 
tends to  allocate  $1.1  billion  over  the  next  4  years  in  the  area  of 
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parenting  and  family  support.  We  also  intend  to  fully  fund  the 
Ryan  White  Act  over  the  next  4  years. 

Other  investments  which  total  $5.6  billion  over  the  next  4  years 
will  alleviate  the  impact  of  the  energy  tax  on  low-income  house- 
holds, to  increase  funding  for  child  care  and  development  block 
grants,  to  continue  the  NIH  and  SSA  computer  and  related  tech- 
nology improvements,  and  to  create  additional  substance  abuse 
treatment  capacity. 

From  time  to  time  during  the  President's  first  months  in  office, 
the  Administration  has  been  accused  of  forgetting  about  welfare  re- 
form. I  want  to  reiterate  here  that  there  is  no  truth  whatsoever  to 
that  charge.  The  fact  is  that  we  had  to  undertake  health  care  re- 
form first.  A  new  health  care  system  is  a  pre-condition  for  ending 
welfare  as  we  know  it.  There  are  no  two  ways  about  it. 

In  the  near  future,  the  President  will  announce  the  formation  of 
a  task  force  on  welfare  reform,  and  I  can  assure  you  that  there  will 
be  adequate  funding  for  implementing  welfare  reform.  The  specific 
details  await  the  work  of  the  task  force. 

We  all  know  that  our  program  of  investing  in  America's  future 
must  be  coupled  with  a  strong  commitment  to  bringing  down  the 
deficit.  In  order  to  do  that,  everyone  will  have  to  contribute  their 
fair  share.  But  only  their  fair  share.  It  is  that  simple. 

The  President  set  the  tone  by  cutting  his  White  House  staff  by 
25  percent  and  by  calling  for  reductions  throughout  the  Federal 
Government.  At  HHS  we  will  reduce  full-time  equivalents  by  over 
5,000  between  fiscal  year  1993  and  1996,  saving  approximately 
$797  million.  Between  1994  and  1997,  we  are  going  to  cut  our  ad- 
ministrative overhead  by  $1.6  billion. 

In  fiscal  year  1994,  there  will  be  no  pay  or  locality  pay  raises. 
The  reconfigured  locality  pay  and  annual  increases  will  go  into  ef- 
fect in  fiscal  year  1995,  all  of  which  will  save  $1.2  billion  in  1994 
through  1997.  Additional  savings  in  1994  through  1997  will  be 
achieved  through  holding  certain  programs  to  1993  levels. 

As  you  all  know,  our  plan  includes  a  proposal  that  would  in- 
crease the  percentage  of  taxable  social  security  benefits  for  individ- 
uals who  are  already  taxed,  but  it  does  not  increase  the  number 
of  beneficiaries  subject  to  taxation.  This  proposal  would  move  the 
treatment  of  social  security  benefits  towards  that  of  private  pen- 
sions. 

All  of  the  program  reductions  at  HHS  were  made  with  a  scalpel, 
not  a  sledgehammer.  Since  there  is  no  longer  a  shortage  of  health 
professionals  in  many  fields,  funding  for  certain  health  professions 
curriculum  assistance  will  be  reduced  by  $100  million  over  the  next 
4  years.  User  fees  will  be  collected  from  the  drug  industry  to  pay 
for  Food  and  Drug  Administration  certifications  of  drugs,  medical 
devices,  and  other  FDA-regulated  products,  a  savings  of  $1.1  billion 
over  the  next  4  years. 

To  be  consistent  with  streamlining  goals  in  the  Federal  depart- 
ments, overhead  rates  for  university  research  and  development  will 
be  reduced,  saving  almost  $1  billion  in  1994  to  1997. 

As  you  all  know,  medicare  and  medicaid  are  expected  to  account 
for  50  percent  of  the  growth  in  the  Federal  budget  deficit  over  the 
next  4  years.  The  reality  is  that  any  attempt  to  reduce  the  deficit 
must  include  curbing  the  rapid  growth  of  these  programs  as  well 
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as  controlling  the  soaring  cost  of  health  care  in  general.  But  let  me 
make  it  clear  that  the  President's  program  will  slow  the  growth  in 
medicare  costs  from  almost  12  V2  percent  to  IOV2  percent  per  year. 

The  proposed  $62.3  billion  in  spending  reductions  for  medicare 
and  medicaid  during  the  next  5  years  will  not  reduce  beneficiary 
services  or  increase  the  cost  of  those  services.  Our  cost  containment 
measures  include  slowing  estimated  baseline  spending,  controlling 
yearly  program  increases,  and  permanently  extending  money-sav- 
ing legislative  provisions  that  would  otherwise  have  expired. 

At  the  same  time,  the  proposals  provide  incentives  for  efficiency 
and  streamlining  for  enhanced  consistency  and  uniformity  in  the 
administration  of  programs  and  for  the  development  of  primary 
care  services. 

Our  goal  with  these  measures  is  not  only  to  reduce  spending,  but 
also  to  improve  and  simplify  the  delivery  of  health  care  services  to 
medicare  and  medicaid  recipients. 

Of  the  $39.8  billion  in  spending  reductions  during  fiscal  years 
1994  to  1997,  approximately  $33.4  billion  will  come  from  medicare 
and  $6.4  billion  will  come  from  medicaid.  Most  of  the  savings  will 
come  from  limits  and/or  reductions  on  fees  paid  to  hospitals,  to  doc- 
tors, to  laboratories  and  drug  companies. 

In  medicare,  the  biggest  savings  will  come  from  reducing  the  hos- 
pital update  to  market  basket  minus  1  percent  in  1994  and  1995; 
switching  hospitals  to  the  calendar  year  update;  reauthorizing  the 
supplementary  medical  insurance  premium  based  on  program  costs 
for  fiscal  year  1996  to  1998;  and  reducing  laboratory  payment 
rates. 

In  medicaid,  the  biggest  savings  will  come  from  amending  legis- 
lation that  would  have  required  States  to  provide  personal  care 
service  outside  of  an  individual's  home.  Our  plan  is  to  keep  this  as 
a  State  option.  We  will  also  save  $1.5  billion  through  setting  medic- 
aid and  Aid  to  Families  with  Dependent  Children  administrative 
matches  to  States  at  50  percent.  Food  stamps  administrative  costs 
will  be  similarly  treated. 

The  President  sees  these  reductions  as  stop-gap  measures,  help- 
ing to  control  costs  until  the  entire  health  care  system  is  reformed. 
But  we  also  believe  that  our  overall  deficit  reduction  proposal  is 
fundamentally  balanced  and  fair.  It  reduces  costs  while  promoting 
efficiency  and  asking  all  Americans  to  contribute. 

By  jump-starting  the  economy,  investing  in  our  future,  and  re- 
ducing the  deficit,  President  Clinton's  historic  economic  package 
provides  a  foundation  for  our  national  prosperity.  Our  impending 
health  care  reform  package  will  build  on  that  foundation.  And  I 
look  forward  to  working  with  you  on  this  budget  proposal,  on 
health  care  reform,  on  welfare  reform,  and  on  all  the  subsequent 
initiatives  to  improve  the  everyday  lives  of  all  Americans,  and  so 
I  thank  you  now  and  I  would  be  happy  to  answer  any  questions 
you  have. 

Mr.  Chairman,  I  can  address  the  two  questions  that  were  ad- 
dressed to  me,  or  I  could  do  them  in  context  when  the  Senators  get 
to  their  questions. 

Chairman  Sasser.  Why  don't  we  wait  until  the  Senators  get  to 
their  questions,  Madam  Secretary. 
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A  number  of  questions  come  to  mind,  Secretary  Shalala.  On  the 
question  of  Head  Start,  President  Bush  also  indicated  that  he 
wanted  to  fully  fund  Head  Start,  and  last  year  the  Bush  adminis- 
tration proposed  a  $600  million  increase  for  Head  Start,  which 
President  Bush  said  would  support  full  participation  in  1  year  of 
Head  Start  for  eligible  children  wanting  to  participate  in  the  pro- 
gram. 

Now,  would  you  explain  your  definition  of  full  participation? 
Members  of  this  committee  might  better  understand  why  President 
Clinton  is  proposing  to  invest  almost  $12  billion  in  this  early  child- 
hood education  program  if  we  knew  more  about  how  you  define  full 
participation. 

Secretary  Shalala.  Our  proposal  and  the  $12  billion  accounts  for 
full  participation  by  over  a  million  students  that  are  eligible  under 
the  present  definition.  The  stimulus  package  has  the  summer 
money  in  it.  We  are  talking  about  a  full-day  Head  Start  Program, 
and  enriching  the  program.  The  money  covers  expanding  the  num- 
ber of  young  people  who  are  eligible  for  the  program,  and  just  as 
important,  changing  the  nature  of  the  program  so  it  is  not  a  part- 
time  school-year  program. 

Chairman  Sasser.  Right.  Well,  as  I  understand  it,  the  Bush  pro- 
posal would  have  only  1  year  of  Head  Start  for  each  child.  Now, 
President  Clinton  has  indicated,  as  I  understand  it,  that  he  wants 
2  years  of  Head  Start  for  each  child.  And,  whereas,  President  Bush 
was  talking  about  4-year-olds,  President  Clinton  is  counting  3-,  4- 
and  5-year-olds. 

Secretary  Shalala.  That  is  correct. 

Chairman  Sasser.  Is  that  an  accurate  analysis? 

Secretary  Shalala.  Yes,  sir. 

Chairman  Sasser.  Well,  now,  Madam  Secretary,  you  know  a  lot 
about  early  childhood  education,  and  you  have  authored  a  number 
of  articles  about  it.  Would  you  amplify  on  your  views  as  to  how  you 
believe  this  is  a  wise  investment  to  expand  it  down  to  3-,  4-,  and 
5-year-olds  and  go  from  1  year  of  Head  Start,  perhaps  to  2?  And, 
second,  how  are  you  going  to  ensure  quality  in  the  program  as  we 
expand  it? 

Secretary  Shalala.  There  are  a  number  of  issues  here.  There 
has  been  some  synthesis  of  the  research  on  Head  Start  programs, 
and  considerable  research  on  preschool  programs,  some  of  which 
are  more  enriched  than  the  current  Head  Start  arrangements. 

All  of  this  research  shows  the  value  to  disadvantaged  youngsters 
in  particular,  of  early  investments  in  getting  them  ready  for  school. 
The  Head  Start  Program  includes  a  great  deal  of  parental  involve- 
ment, and  the  parents  often  learn  along  with  the  young  people. 
Many  of  the  parents  of  Head  Start  students  are  very  young  them- 
selves. All  of  these  things  enhance  the  ability  of  a  child  to  be  ready 
for  school  and  to  start  off  healthy — both  emotionally  as  well  as  edu- 
cationally, to  get  a  very  healthy  start. 

The  other  thing  the  research  has  told  us  is  that  we  need  transi- 
tion programs  at  the  same  time.  It  requires  more  than  the  basic 
Head  Start  Program.  A  strong  investment  is  needed  to  provide 
more  than  1  year  in  Head  Start,  followed  by  a  focus  on  transitional 
programs  that  will  help  participants  move  easily  into  the  regular 
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school  program.  Secretary  Riley  and  I  have  some  work  to  do  on  the 
fit  between  the  Head  Start  Program  and  Chapter  1,  for  example. 

Third,  enriching  the  programs  involves  a  number  of  issues  such 
as  the  quality  of  facilities,  the  quality  and  pay  structure  of  those 
who  teach  in  the  program,  the  enormous  training  needs  in  the 
Head  Start  Program,  translating  what  we  know  about  child  devel- 
opment into  the  training  programs  and 

Chairman  Sasser.  Training  programs  for  teachers? 

Secretary  Shalala.  For  the  teachers.  And  for  the  people  that 
work  in  general  with  students.  It  is  not  only  the  formal  teachers 
in  the  school  system,  but  all  the  people  that  work  with  young  chil- 
dren. All  of  these  things  will  strengthen  the  opportunities  and  the 
chances  of  young  people,  who  are  in  these  programs  to  get  the 
greatest  benefit  from  them.  As  we  expand  the  program,  it  is  essen- 
tial that  we  make  changes  and  investments  in  terms  of  quality. 

Chairman  Sasser.  Dr.  Shalala,  I  indicated  in  my  opening  state- 
ment that  I  felt  the  Administration  had  proposed  some  difficult, 
but  I  think  necessary  steps  in  medicare  and  medicaid.  Now,  the 
President's  economic  plan  includes  $62  billion  over  5  years  in  spe- 
cific steps  to  contain  health  care  costs.  There  are  also  additional 
entitlement  reductions  in  programs  within  your  Department  of  $1.6 
billion  over  5  years. 

Now,  some  of  our  colleagues  have  called  for  additional  cuts  in  en- 
titlements. They  have  not  told  us  where  they  should  be  specifically, 
but  they  call  for  entitlement  caps. 

A  lot  of  programs  in  your  Department  would  be  affected  by  an 
entitlement  cap:  medicare,  medicaid,  social  security,  Foster  Care 
and  Adoption  Assistance,  Supplemental  Security  Income,  Aid  to 
Families  with  Dependent  Children. 

What  would  be  your  views  on  just  putting  a  cap  on  these  entitle- 
ments as  opposed  to  targeting  any  reductions  that  might  be  pro- 
posed? 

Secretary  Shalala.  Well,  Senator,  the  problem  with  entitlement 
caps  is  that  someone  still  has  to  make  the  hard  decision  about 
what  should  be  eliminated.  If  we  were  going  to  throw  entitlement 
caps  on  health  care  programs,  we  would  still  have  to  make  tough 
decisions  about  whether  we  were  going  to  ration  the  services  that 
were  available,  or  limit  the  number  of  beneficiaries  that  have  ac- 
cess. There  is  simply  no  way  in  such  a  detailed  program  to  avoid 
someone  having  to  make  those  tough  kinds  of  decisions. 

Our  view  is  that  the  Congress  and  the  Administration  should 
work  together,  that  people  hold  both  these  organizations  respon- 
sible and  accountable.  For  accountability  to  be  properly  placed,  we 
should  to  be  willing  to  come  forward  with  specific  cuts  and  defend 
them  as  opposed  to  perhaps  the  Congress  just  passing  on  to  the 
Administration  a  cap  and  telling  us  to  make  the  cuts.  I  see  it  as 
a  joint  effort. 

Chairman  Sasser.  You  have  said  that  the  medicare  cuts  are  di- 
rected at  containing  the  cost  of  payments  to  providers  as  opposed 
to  cuts  that  might  be  hitting  beneficiaries. 

Now,  we  all  hear  a  lot  about  the  problems  of  cost  shifts  within 
our  health  care  system.  Medicare  payments,  it  is  generally  said, 
are  lower  than  the  charges  that  are  made  to  private  patients  for 
the  same  services;  that  is,  if  you  come  to  a  physician  and  you  are 
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a  private  patient,  your  costs  might  be  higher  than  those  that  would 
be  charged  to  a  medicare  patient. 

That  is  the  conventional  wisdom,  but  looking  at  your  proposals 
for  medicare,  I  note  that  that  is  not  always  the  case.  There  are  sev- 
eral areas  in  which  medicare  is  actually  paying  more  than  private 
insurance,  where  medicare  is  actually  subsidizing  private  insur- 
ance. Is  that  the  case? 

Secretary  Shalala.  That  is,  in  fact,  the  case.  Lab  reductions  are 
an  example  of  a  cost  shift  in  the  other  direction.  Our  health  pro- 
grams are  paying  more  than  private  doctors  and  we  are  subsidizing 
the  private  transactions. 

It  also  tells  you  something  about  the  complexity  of  these  pro- 
grams, that  it  is  not  easy  to  simply  talk  about  cost  shifting  in  one 
direction.  When  you  affect  one  piece  of  the  program,  there  are  al- 
ways ways  to  shift  costs  to  the  other  side.  This  is  certainly  true  in 
terms  of  the  lab  cuts  that  we  attempted,  and  the  studies  have 
shown  that  we  are  reimbursing  in  that  area  at  too  high  a  rate. 

We  propose  to  reimburse  at  the  market  rate. 

Chairman  Sasser.  In  other  words,  in  some  instances,  like  lab 
services,  you  have  a  situation  where  medicare  is  actually  paying 
more  than  the  private  insurance  carriers  are  paying? 

Secretary  Shalala.  Yes. 

Chairman  SASSER.  And  you  are  actually  then  subsidizing,  to 
some  extent,  the  lab  services  or  paying  more  than  you  should? 

Secretary  SHALALA.  Right. 

Chairman  Sasser.  How  about  banning  self-referral  for  physi- 
cians? 

Secretary  Shalala.  That  is  another  recommendation  we  have 
made  as  a  way  of  curbing  costs.  And  all  of  the  recommendations 
that  we  have  made  here  are  based  on  research  that  has  identified 
activities  which  could  be  reduced  in  terms  of  their  increases  with- 
out affecting  the  quality  of  care.  In  general,  that  is  what  we  have 
tried  to  do. 

Chairman  SASSER.  So  this  is  the  way  in  which  you  are  trying  to 
reduce — this  would  be  the  means  by  which  you  justify  that  you  are 
reducing  the  cost  of  medicare  growth,  which  is  now  in  excess  of 
12  V2  percent  per  year,  as  I  understood  you  to  say — you  are  now  re- 
ducing it  down  to  IOV2  percent  per  year? 

Secretary  Shalala.  That  is  right.  Again,  emphasizing  that  it  is 
the  increase  that  we  are  trying  to  slow  down,  from  almost  12  V2  per- 
cent to  IOV2  percent,  as  opposed  to  actually  cutting  the  basic 
amount  of  money  that  people  get. 

Chairman  SASSER.  Yes,  well,  Senator  Exon  and  I,  this  morning 
at  breakfast — we  breakfast  over  budget  figures  occasionally  here — 
but  we  were  discussing  the  growth  in  the  deficit  in  the  out-years, 
and  how  it  is  driven  by  these  health  care  costs. 

And  you  can  clearly  see,  if  medicare  is  going  up  at  12  V2  percent 
a  year,  how  it  would  drive  these  costs  and  these  deficits  very  sub- 
stantially. 

Senator  Brown? 

Senator  Brown.  Thank  you,  Mr.  Chairman. 

Madam  Secretary,  you  have  one  of  the  most  challenging  jobs  in 
the  Nation  at  this  moment,  and  I  think  all  of  us  wish  you  well. 

Secretary  Shalala.  Thank  you. 
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Senator  BROWN.  In  a  town  meeting  that  I  was  at  in  my  home- 
town this  last  Saturday,  one  of  the  physicians  who  works  at  the 
local  hospital  got  up  and  he  said  kind  of  an  interesting  thing.  I 
pass  it  on  because  my  hope  is  you  might  want  to  comment  on  it, 
or  it  might  intrigue  you  as  it  intrigued  me. 

He  noted  that  Weld  County  Hospital  in  Greeley,  CO  have  beds 
for  between  165  and  180  patients,  but  they  have  1,200  employees, 
seven-to-eight  employees  for  every  bed.  Obviously  it  would  be  big- 
ger than  that  in  terms  of  patients  because  you  do  not  have  100  per- 
cent occupancy. 

He  noted  that  that  is  about  the  same  number  of  beds  they  had 
in  1970.  In  other  words,  in  a  little  over  the  last  2  decades,  they 
have  not  increased  the  number  of  beds,  but  they  have  changed  mix. 
They  do  not  have  as  many  maternity  care  facilities  and  they  have 
others  that  are  more.  But  the  number  has  stayed  about  the  same. 

But  in  that  time  period,  the  number  of  people  in  hospital  records 
has  gone  from  5  to  50,  a  ten-fold  increase  without  an  increase  in 
the  number  of  patients.  The  number  in  the  pharmacy  has  gone 
from  three  to  12,  and  those  kind  of  increases  have  occurred  over 
the  last  20  years,  unbelievably  without  a  change  in  the  number  of 
beds. 

I  bring  it  up  because  I  do  not  think  you  can  deal  with  the  prob- 
lem just  by  rate  of  increase.  Somehow  we  have  to  figure  out  a  way 
to  go  back  and  reevaluate  salaries,  reevaluate  staffing  levels. 

In  your  own  thinking,  is  there  something  we  can  do  in  the  sys- 
tem to  provide  incentives  for  health  care  providers — I  am  thinking 
here  initially  of  hospitals,  but  perhaps  there  are  others — to  provide 
incentives  for  health  care  providers  to  become  more  efficient? 

Secretary  Shalala.  This  is  exactly  why  we  need  fundamental 
health  care  reform.  The  incentives  have  run  in  the  wrong  direction, 
resulting  in  the  kinds  of  growth  and  the  kinds  of  numbers  that  you 
have  talked  about. 

We  have  gone  through  and  made  some  tough  decisions  that  will 
require  some  of  the  hospitals  to  start  to  ratchet  down  and  tighten 
up.  Many  hospitals  and  clinics  in  this  country  have  gone  through 
the  first  wave  of  imposed  cuts  as  well  as  implementation  of  things 
that  are  under  their  own  control. 

We  are  now  at  the  point  where  we  can  squeeze  down  the  in- 
creases, and  we  know  how  to  do  that.  We  need  to  expand  the  scope 
to  include  systemic  kinds  of  reforms.  That  is  why  I  think  health 
care  reform  is  very  much  a  bipartisan  issue.  You  can  see  in  your 
example  that  what  we  need  is  systemic  reform  that  runs  the  eco- 
nomic incentives  in  a  way  that  rewards  efficiency  as  opposed  to 
just  manipulating  the  system. 

Senator  Brown.  Well,  I  am  sure  you  know  you  have  the  best 
wishes  of  every  American  in  that  process  as  you  put  that  plan  to- 
gether. I  did  have  a  couple  of  questions  that  I  wanted  you  to  con- 
sider, if  you  would.  One  is  related  to  the  800  numbers  for  health 
care  providers. 

The  previous  Administration  eliminated  800  numbers  for  both 
providers  and  patients  under  medicare.  There  was  quite  a  fight  in 
Congress.  It  was  a  bipartisan  effort  to  get  the  Administration  to 
turn  around.  And  they  did  turn  around  on  patients.  But  they  did 
not  turn  around  on  providers.  And  at  least  my  understanding  is 
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now  that  800  numbers  for  health  care  providers  have  been  elimi- 
nated. 

[  think  that  is  a  tragic  mistake.  I  find  health  care  providers  out- 
side the  metro  area  of  Denver  do  not  have  an  800  number  they  can 
call.  If  they  do  call  they  have  to  call  long  distance.  And  what  it  gen- 
erates is  a  lot  of  claims  that  go  in  that  are  improperly  filled  out. 
Where  there  are  questions,  there  is  simply  no  way  to  answer  them. 

If  you  call  long  distance,  if  someone  does  not  want  to  answer  the 
question,  what  they  do  is  put  you  on  hold  while  you  are  on  long 
distance,  running  up  an  enormous  phone  bill  without  the  urgency 
of  them  responding  to  it.  And  consequently,  you  have  a  lot  of 
claims  that  are  misfiled,  questions  that  are  not  answered. 

And  I  must  say,  I  think  it  is  unfair  as  hell.  Health  care  providers 
outside  of  the  metro  area  get  paid  less  for  exactly  the  same  services 
as  the  ones  inside  the  metro  area,  but  they  do  not  have  a  way  of 
getting  their  questions  answered. 

And  to  me,  it  seems  to  me  the  epitome  of  false  savings.  I  would 
be  interested  in  your  viewpoint  of  it.  Should  we  have  800  numbers 
for  health  care  providers? 

Secretary  Shalala.  Rather  than  answering  the  question  of 
whether  we  should  use  an  800  number,  I  would  like  to  answer  the 
question  at  a  more  basic  level.  Every  health  care  provider  ought  to 
be  able  to  get  answers  to  their  questions.  So  should  every  recipient, 
or  attorneys  like  my  mother,  who  deal  with  the  program  and  who 
have  complained  to  me  ever  since  I  took  this  job  about  certain 
kinds  of  responsiveness  on  behalf  of  the  programs  in  my  Depart- 
ment. 

Fundamentally,  we  ought  to  be  able  to  provide  answers,  to  pro- 
vide them  quickly  and  provide  them  at  low  cost  so  people  are  not 
hanging  on  the  line.  That  is  the  kind  of  commitment  I  would  rather 
give.  I  do  not  know  enough  specifically  about  that  800  number,  but 
I  will  be  happy  to  look  into  it. 

The  main  thing  is  the  responsiveness  of  the  system,  and  how  we 
organize  government  programs  so  that  they  are  sensitive  and  re- 
sponsive. We  have  some  ideas  about  management  changes  and  the 
use  of  total  quality  management,  empowering  workers,  and  treat- 
ing our  civil  servants  with  more  dignity,  that  will  address  some  of 
those  issues. 

Senator  Brown.  Well,  I  appreciate  your  willingness  to  look  at  it, 
and  I  will  follow  up  with  a  note  to  you  on  that. 

One  last  question,  with  regard  to  welfare  reform.  I  was  shocked 
when  we  did  welfare  reform  at  the  end  of  the  last  decade  to  find 
that  we — and  I  say  we,  I  mean,  Congress— had  included  in  the  law 
a  provision  that  made  it  illegal  to  refer  welfare  recipients  out  to 
jobs  under  a  variety  of  circumstances. 

To  me,  it  seemed  important  because  these  are  people  who  want 
a  job;  they  want  an  opportunity;  they  want  a  chance  to  make  it. 
And  for  us  in  the  Federal  Government  to  make  it  illegal  to  refer 
them  to  jobs  under  a  variety  of  circumstances  seems  to  me  to  be 
exactly  the  wrong  kind  of  thing  to  do. 

What  are  your  feelings  about  making  it  illegal  to  refer  welfare 
recipients  to  jobs? 
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Secretary  Shalala.  I  do  not  know  about  that  particular  provi- 
sion. But  as  we  are  reviewing  and  making  our  recommendations, 
I  will  make  sure  that  we  review  that  carefully. 

Senator  Brown.  Thank  you. 

I  yield  back,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you. 

Senator  Exon? 

Senator  ExON.  Mr.  Chairman,  thank  you  very  much. 

And  let  me  add  my  enthusiastic  welcome  to  you,  Madam  Sec- 
retary. 

Secretary  Shalala.  Thank  you. 

Senator  Exon.  And  we  appreciate  your  being  here  this  morning. 
Certainly  the  vast  responsibilities  that  you  have,  have  a  great  deal 
to  do  with  what  the  budget  committee  can  and  cannot  do  with  re- 
gard to  bringing  some  sense  out  of  the  fiscal  mess  that  the  country 
finds  itself  in. 

Let  me  follow  up  for  just  a  moment,  though,  on  what  was 
touched  on  by  Chairman  Sasser.  It  is  true,  is  it  not,  that  in  the  pro- 
posals by  the  President  that  you  will  be  required  to  carry  out  if  it 
becomes  law,  that  medicare  and  medicaid  payment  or  reimburse- 
ment to  hospitals  and  other  health  care  delivery  professionals 
would  be  reduced? 

And  time  and  time  again,  we  have  heard  that — of  course,  this 
does  not  mean  that  the  patients  are  going  to  be  penalized,  the  med- 
icare and  medicaid  patients — because  these  cost  containment  prop- 
ositions would  be  taken  away  from  the  hospitals  and  the  providers. 

Is  it  not,  though,  on  balance,  it  is  also  true  that  we  will  simply 
be  transferring  at  least  a  considerable  portion  of  that  expense 
through  the  process  that  has  been  going  on  now  for  a  number  of 
years  to  non-medicare  and  medicaid  patients  in  the  health  care  de- 
livery system? 

Secretary  Shalala.  Well,  the  first  part  of  your  statement  is  true. 
The  question  of  cost  shifting  and  how  much  of  it  will  be  cost  shift- 
ed, I  cannot  answer  with  any  kind  of  precision.  Obviously,  that  is 
a  pattern  that  has  been  going  on  for  a  long  period  of  time,  and 
there  is  no  reason  for  me  to  doubt  your  conclusion.  But  I  would  be 
happy  to  provide  it  for  the  record,  Senator. 

Senator  Exon.  I  appreciate  that  very  much,  Madam  Secretary. 

[The  following  was  subsequently  submitted  for  the  record  by  Sec- 
retary Shalala:] 

When  medicare  providers  are  faced  with  lower  medicare  reimbursements,  they  es- 
sentially have  two  choices:  They  can  pass  the  cost  on  to  the  non -medicare  popu- 
lation, or  they  can  absorb  the  lower  payments  and  find  ways  to  make  their  oper- 
ations more  efficient. 

Previous  work  done  by  the  Prospective  Payment  Assessment  Commission 
(ProPAC)  indicates  that  cost  shifting  to  private  payers  has  gone  on.  ProPAC's  study 
found  that  while  medicare  is  paying  approximately  90%  of  hospital  costs,  private 
payers  are  paying  about  128%  of  costs. 

At  the  same  time,  while  cost-shifting  has  gone  on  in  the  past,  we  believe  that  our 
proposals  will  result  in  minimum  cost  shifting  for  two  reasons:  First,  private  payers 
are  reluctant  to  accept  any  additional  cost  shifting,  and  if  they  do  not  agree  to  pay 
higher  costs,  it  is  difficult  for  providers  to  shift  costs  to  them.  Second,  we  believe 
that  the  change  in  payment  rates  that  we  are  proposing  are  minimal,  and  that  pro- 
viders will  be  able  to  reduce  costs  and  improve  efficiency  to  offset  those  reductions. 

In  addition,  dealing  with  costs  in  the  entire  system  is  obviously  of  great  concern 
to  this  Administration  and  ways  to  constrain  this  type  of  shifting  are  being  dealt 
with  in  the  context  of  health  care  reform. 
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Senator  Exon.  Is  it  in  the  proposal  offered  by  the  President  to 
do  anything  at  all  about  the  limit  to  liability  claims  in  court  cases 
that  have  involved  controversy  and  lawsuits  between  the  health 
care  providers  and  the  patients?  Have  you  addressed  that  at  all? 

Secretary  Shalala.  We  will  address  that  as  part  of  health  care 
reform  and  we  will  provide  you  with  details  when  we  come  back 
in  May.  The  issue  is  very  much  central  on  our  minds  as  we  do 
something  fundamental  in  terms  of  health  care  reform. 

Senator  Exon.  But  there  is  no 

Secretary  Shalala.  There  is  nothing  specifically  in  this. 

Senator  Exon.  It  is  not  covered;  right? 

Secretary  Shalala.  No;  when  we  come  back  on  the  details  of  the 
immunization  plan,  we  will  have  proposals  on  that  aspect.  You  will 
also  see  it  as  part  of  the  health  care  reform  package. 

Senator  Exon.  Well,  I  want  to  join  the  chairman  and  others  in 
saying  how  important  I  think  the  immunization  program  is.  I  have 
supported  that  up  and  down  the  line,  and  I  guess  you  could  argue 
pro  or  con  on  some  of  these  other  propositions.  But  I  believe  the 
record  is  very  clear,  that  immunization  is  one  of  the  best  expendi- 
ture items  in  the  whole  budget  and  pays  off  handsomely  in  the  fu- 
ture. 

Secretary  Shalala.  Thank  you  very  much. 

Senator  Exon.  I  was  surprised  to  hear,  Mr.  Chairman,  that  Ne- 
braska youngsters  were  only  immunized  up  to  65  percent.  I 
thought  it  would  be  higher,  80  or  85  percent.  But  if  it  is  65  percent 
in  Nebraska,  and  if  that  is  one  of  the  better  ones,  it  shows  how 
much  more  we  have  to  do  in  this  area. 

I  want  to  refer  to  page  143  of  the  document  entitled,  A  Vision 
of  Change  for  America,  and  on  that  page,  there  is  a  chart  that 
shows  the  deficit  projected  by  the  Administration.  And  it  starts  out 
with  a  1993  deficit  of  $331  billion,  and  then  it  goes  down  to  $205 
billion  in  1996,  and  then  it  starts  back  up  to  $206  billion  in  1997 
and  $241  billion  in  1998 

TABLE  10.  BUDGET  BY  BEA  CATEGORY 

(In  bflUon*  of  dotan) 
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270.4 

273.1 
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2854 
282.6 

249.7 
30&4 

2534 

312.5 
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71 7  4 
202.1 

6482 

762.7 

212.0 

6562 

782.1 
2272 

666.1 
8114 
2434 

562.1 
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6654 

8284 
272.7 

1,475.1 
1.1432 

1.513.0 
12604 

1464.5 
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1.4074 

14774 
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1.767.0 
1425.6 

331.9  2824  241.7  2064  2064  241.4 


376.7 

3244 

314.0 

291.6 

301.4 

3474 

-44.9 

-614 

-724 

-864 

-94.9 

-1054 

I  am  advised  that  that  is  part  and  parcel  of  the  CBO  study  that 
was  given  to  us  some  time  ago,  that  shows  that  there  will  be  dra- 
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matic  increased  costs  for  the  health  care  system  in  the  year  1997 
and  beyond.  Why  is  that?  Why  is  it  jumping  like  that?  Is  it  just 
a  cumulative  effect,  the  multiplier  effect,  of  the  way  things  are 
going  now?  J  6 

Secretary  Shalala.  It  is  because  some  of  the  recommendations 
we  are  making  expire  allowing  the  costs  to  go  up.  We  are  extending 
some  of  these  reductions,  and  once  they  expire,  the  costs  will  start 
going  up  again. 

It  is  slightly  different  from  accumulation  of  built-up  need   and  is 
precisely  the  reason  why  we  have  to  do  something  systemic  here 
why  we  need  fundamental  health  care  reform. 

Senator  Exon.  In  other  words,  what  you  are  saying  then  is  that 
under  the  referenced  chart  that  I  made,  the  budget  is  projected— 
if  the  President's  programs  are  accepted— we  are  down  to  $206  bil- 
lion. In  the  year  1996,  then,  the  cost  reimbursement  on  medicare 
and  medicaid  are  scheduled  to  do  off,  and  that  would  be  part  and 
parcel  of  the  rapid  increase  from  thereafter;  is  that  right9 

Secretary  Shalala.  Yes,  that  is  right.  When  we  talked  about  the 
fact  that  we  are  trying  to  slow  down  the  increases  from  almost 
•  ji  Percent  to  about  10v2  percent  you  get  some  sense  of  how  rap- 
idly the  costs  are  growing.  This  is  related  to  the  way  the  public 
part  of  the  health  care  system  is  configured. 

No  other  part  of  our  economy  has  those  kinds  of  increases.  You 
see  their  impact  on  the  deficit. 

Senator  ExON.  My  time  just  ran  out  on  me.  I  would  ask  a  final 
question  that  I  do  not  think  will  take  a  great  deal  of  time.  As  I  un- 
derstand it,  the  charts  and  the  programs  that  have  been  outlined 
to  us,  and  the  cost  of  them,  do  not — do  not— include  any  costs  for 
some  kind  of  a  universal  health  care  plan  that  supposedly  is  going 
to  be  offered  to  us  after  First  Lady  Hillary  Clinton  and  the  others 
doing  a  good  job  in  that  area  put  a  report  back  to  us;  none  of  those 
costs  are  included  herein? 

Secretary  Shalala.  That  is  correct 

Senator  Exon.  When  that  does  kick  in,  and  we  do  something  in 
that  area,  which  obviously  we  are  going  to  do,  where  are  we  going 
to  get  the  money  to  pay  for  those  programs,  or  have  we  not  crossed 
that  bridge  yet? 

Secretary  Shalala.  We  have  not  crossed  that  bridge  yet  Sen- 
ator. ' 

Senator  Exon.  I  was  afraid  of  that.  Thank  you,  Madam  Sec- 
retary. 

Chairman  SASSER.  Thank  you,  Senator  Exon. 

The  staff  worked  up  some  figures  here  on  childhood  immuniza- 
tion. They  are  very  interesting.  There  seems  to  be  no  corollary  be- 
tween the  per  capita  income  of  a  State  and  the  percentage  of  chil- 
dren who  are  appropriately  immunized. 

For  example,  Mississippi  has  74  percent  of  their  children  appro- 
priately immunized  and  they  do  a  better  job  of  anyone,  apparently 
according  to  these  figures  I  have  compiled.  Senator  Boxer  of  Cali- 
fornia has  48  percent;  so  52  percent  are  not;  New  Mexico,  54  per- 
cent. So  you  have  got  45  who  are  not;  Oklahoma,  56  percent;  South 
Carolina,  68  percent.  So  South  Carolina  apparently  is  doing  a  bet- 
ter job  than  some  of  the  richer  States.  And  the  State  of  Washing- 
ton, 50  percent.  So  there  seems  to  be  no  correlation  between  the 
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degree  of  immunization  for  children  and  the  per  capita  income  of 
the  States.  That  is  interesting. 

Senator  Gorton,  in  line  of  arrival,  you  are  next.  The  ranking 
member  has  arrived,  and  so  I  will  leave  it  to  him. 

Senator  Domenici.  Proceed,  please,  Senator. 

Senator  Gorton.  Thank  you,  Senator  Domenici,  Mr.  Chairman. 

Now  would  be  an  appropriate  time  to  answer  my  question, 
Madam  Secretary.  Is  the  Administration  going  to  ask  the  Congress 
to  wait  on  these  immediate  spending  or  stimulus  programs  until  it 
is  very  clearly  guaranteed  the  spending  cuts  and  the  revenue  in- 
creases, you  know,  which  are  a  part  of  the  overall  plan?  Or  does 
the  Administration  wish  us  to  go  ahead  with  what  you  have  de- 
nominated the  stimulus  package  first? 

Secretary  Shalala.  We  have  asked  you  to  move  expeditiously  on 
both  in  the  budget  resolution,  and  that  is  our  position. 

Senator  Gorton.  But  we  need  to  have  the  cuts  and  the  revenue 
increases  in  place  before  we  spend  the  additional  money? 

Secretary  Shalala.  That  is  a  decision  for  the  President  and  the 
Congress  to  work  through.  Our  own  plan,  at  the  moment,  is  to 
move  both  together. 

Senator  Gorton.  On  another  subject,  the  State  of  Washington, 
the  legislature  of  which  is  in  session  right  now,  is  very  likely  to 
pass  a  pretty  comprehensive  health  reform  package  before  the  Con- 
gress can  get  around  to  that  subject,  one  looking  toward  universal 
access,  cost  controls,  a  number  of  the  very  things  which  will  un- 
doubtedly be  a  part  of  the  Federal  plan. 

A  significant  number  of  other  States,  as  you  well  know,  are  fur- 
ther ahead  already  in  that  connection.  And  in  each  of  these  States, 
obviously,  they  have  had  to  increase  a  number  of  taxes  in  order  to 
fund  these  programs.  Can  you  give  us  any  indication  as  to  whether 
or  not  a  State  which  has  seized  on  those  responsibilities  and  moved 
forward  in  that  fashion  will  be  either  rewarded  or  penalized  for 
having  done  so,  by  having  new  Federal  taxes  added  on  to  those 
State  taxes  without  necessarily  increasing  access  in  States  which 
are  already  paying  for  near  universal  access. 

Secretary  Shalala.  We  are  taking  those  issues  into  account  as 
we  are  designing  total  health  care  reform.  The  States  are  under 
enormous  pressure,  particularly  the  most  innovative  of  them  like 
your  own  State  of  Washington.  Many  have  been  shaping  the  health 
care  debate  by  going  ahead  with  their  own  proposals,  not  waiting 
for  the  National  Government  to  get  a  national  program  together. 

We  are  in  the  situation  now  where  we  are  shaping  the  health 
care  program  in  this  country  on  a  State-by-State  basis  through 
waiver  requests,  as  opposed  to  a  more  rational  system  across  the 
States.  In  May,  our  proposal  should  be  to  catch  up.  How  it  will  spe- 
cifically affect  the  Washington  proposal,  I  cannot  tell  you  at  this 
point  in  time. 

There  is  some  indication  that  the  State  will  request  a  waiver, 
probably  on  the  Employee  Retirement  Income  Security  Act  require- 
ment, and  we  certainly  will  review  it  when  it  is  received  from  the 
State.  We  will  probably  be  coming  out  with  a  national  program  at 
the  same  time  and  will  have  to  look  at  how  it  fits. 

Senator  Gorton.  We  just  hope  that  you  will  realize  that  it  would 
tend  to  send  a  terrible  signal  in  a  number  of  other  areas,  if  a  State 
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which  taxed  its  residents  in  order  to  provide  access  had  a  Federal 
tax  added  on  top  of  that  which  didn't  provide  any  greater  access 
and,  in  effect,  benefited  States  which  had  done  nothing.  That  com- 
plicates your  problem,  but  it  is  something  that  I  think  is  very  im- 
portant. 

Secretary  Shalala.  It  may  complicate  the  problem,  but  we  ought 
to  have  a  system  in  which  we  reward  those  who  have  taken  the  ini- 
tiative as  opposed  to  penalizing  them.  You  are  asking  for  fairness 
to  those  that  have  shown  the  energy  and  the  imagination  to  try  to 
move  on  these  issues. 

Senator  Gorton.  That  is  exactly  the  answer  I  was  seeking. 

Given  the  extremely  high  costs  which  are  likely  to  be  involved  in 
providing  universal  coverage  to  all  of  the  uninsured,  are  you  also 
considering  whether  or  not  to  phase  in  the  program,  for  example, 
with  universal  coverage  for  young  children  and  for  pregnant 
women?  Is  that  something  which  is  a  part  of  your  agenda? 

Secretary  Shalala.  Yes;  I  indicated  in  my  confirmation  hearings 
that  if  we  were  going  to  phase  coverage  in,  I  would  personally  sup- 
port early  coverage  for  families  with  young  children.  This  is  a  point 
I  would  argue  with  the  President,  although  it  wouldn't  take  much 
of  an  argument  since  he  proposed  this  during  the  campaign. 

I  don't  know  whether  that  is  going  to  be  necessary  in  terms  of 
the  total  design  of  the  program,  so  I  don't  want  to  signal  in  any 
way  that  those  decisions  have  been  made.  We  are  obviously  looking 
at  a  range  of  options  on  the  access  issue,  and  one  set  of  options  re- 
lates to  phasing  in  and  who  would  come  first. 

Senator  Gorton.  Fine.  One  last  concern:  You,  of  course,  were  not 
in  Washington,  DC,  in  fact,  neither  was  I,  in  1987  and  1988,  when 
the  catastrophic  health  care  bill  was  passed,  but  you  are  very  well 
aware  of  the  fact  that  when  the  recipients  and  those  who  had  to 
pay  learned  about  the  balance  between  what  they  thought  they 
would  gain  and  what  they  would  have  to  pay  they  rose  in  a  furor 
and  ultimately  caused  Congress  simply  to  go  all  the  way  back  down 
that  mountain  and  repeal  everything  that  it  had  done  previously. 

Are  you  considering  very  carefully  the  impact  of  any  program  on 
the  roughly  80  percent  of  the  people  of  the  country  who  are  insured 
and  are  relatively  happy  with  the  quality  and  choice  of  their  health 
care,  perhaps  without  regard  to  price?  In  effect,  you  are  adding  to 
their  costs  for  health  care  and  possibly  somewhat  reducing  their 
range  of  choice.  Are  you  considering  the  difficulty  of  fully  explain- 
ing such  a  plan  to  the  American  people? 

Secretary  SHALALA.  If  the  question  is  whether  we  understand  the 
subtlies  of  putting  together  a  health  care  plan  in  which,  everyone 
sees  how  they  benefit,  we  certainly  do.  As  the  Congress  learned 
during  the  catastrophic  health  debate,  you  cannot  fool  the  Amer- 
ican people. 

Eventually,  everybody  sees  the  numbers  and  the  benefits.  What- 
ever we  do  must  be  very  straightforward  and  explainable  and  have, 
from  my  point  of  view,  no  gimmicks.  The  public  has  sent  some 
straightforward  messages.  They  want  to  keep  some  of  their  choices 
and  they  are  scared  to  death  about  their  health  care  benefits  being 
changed.  For  instance,  they  are  afraid  they  are  going  to  lose  their 
benefits  if  they  change  jobs.  There  are  many  elements  that  must 
be  taken  into  account. 
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It  is  very  difficult,  as  you  well  know.  If  it  wasn't  difficult,  you 
would  have  had  health  care  reform  long  before  we  ever  arrived  in 
this  Administration.  We  will  be  sensitive  to  the  issues  that  you 
raised  and,  of  course,  take  them  into  account. 

Senator  Gorton.  A  good  answer,  Madam  Secretary. 

Secretary  Shalala.  Thank  you. 

Senator  Gorton.  Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you. 

Senator  Boxer? 

Senator  Boxer.  Thank  you,  Mr.  Chairman. 

Madam  Secretary,  I  want  to  compliment  you  on  your  broad  un- 
derstanding of  the  issues  that  you  are  supervising  and  your  ability 
to  articulate  these  issues  to  us,  and  through  us,  hopefully  to  the 
American  people,  and  also  the  fact  that  you  answer  our  questions 
directly. 

I  appreciate  that  more  than  I  can  say.  And  now  I  want  to  appeal 
to  you  as  a  Senator  and  a  Member  of  the  House  of  Representatives 
for  10  years. 

So  much  of  our  casework  involves  issues  that  would  be  and 
should  be  handled  by  your  agency. 

We  are  happy  to  do  it  and  the  people  we  serve  are  always  grate- 
ful but  we  are  limited  by  resources  in  what  we  can  do.  I  hope  that 
with  your  strong  management  skills  and  your  convictions,  that  you 
will  be  able  to  translate  your  helpfulness  to  every  single  worker  at 
the  agency.  And  I  want  you  to  know  that  I  stand  ready  to  help  you 
in  any  way,  because  I  do  think  that  Federal  employees  have  been 
dumped  on,  have  been  made  scapegoats  and  have  felt  that  they 
weren't  important,  and  when  you  feel  that  way,  it  is  going  to  show 
in  your  work.  So  if  I  can  be  of  help,  let  me  know. 

I  want  to  applaud  your  speaking  out  against  the  gimmick  known 
as  caps.  We  in  the  Congress  love  the  gimmick  of  capping  entitle- 
ments, because  it  is  easy  for  us.  We  direct  people  like  you  to  cap 
programs  and  let  you  make  the  hard  choices.  And  I  think  your 
comment  that  we  need  to  work  together,  in  response  to  the  Chair- 
man's question,  is  very  important  for  us.  Again,  we  are  together 
going  to  have  to  make  those  hard  choices. 

I  want  to  talk  to  you  about  women's  health  research  for  a  mo- 
ment. I  was  stunned  to  learn,  when  I  was  in  Congress  a  couple  of 
years,  that  women  have  been  left  out  of  so  much  research — AIDS 
research,  heart  research,  high  blood  pressure  research,  other  types 
of  research.  I  know  that  in  your  testimony,  you  allude  to  women's 
research.  Could  you  expand  a  little  bit  on  how  you  envision  a 
broadening  of  this  research  initiative? 

Secretary  Shalala.  There  are  a  number  of  recommendations  in 
our  investment  package,  including  recommendations  for  the  Center 
for  Disease  Conrol  and  Prevention  to  expand  educational  programs 
for  breast  and  cervical  cancer  and  additional  resources  for  the  prob- 
lems of  domestic  violence.  It  also  provides  for  a  substantial  expan- 
sion of  the  family  planning  program  and  a  variety  of  NIH  research 
programs  on  women's  health.  These  include  the  longitudinal  clini- 
cal trials  that  are  studying  the  most  common  causes  of  death,  dis- 
ability and  impairment  among  women  such  as  cardiovascular  dis- 
eases, cancer  and  osteoporosis;  and  a  request  for  $10  million  for 
FDA  which  will  allow  us  to  implement  the  Mammogram  Quality 
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Standards  Act.  There  are  a  group  of  specific  initiatives  that  will 
help  us  expand  in  the  area  of  women's  health. 

At  a  more  fundamental  level  Senator  Boxer,  we  need  a  change 
in  attitude.  We  can  add  $10  million  and  tell  the  National  Institutes 
of  Health  that  they  should  give  priority  attention  to  the  set  of  dis- 
eases that  affect  women. 

The  fact  is  that  a  change  in  culture  needs  to  take  place  through- 
out the  Department,  so  that  we  are  not  looking  through  the  lens 
of  one  gender  in  terms  of  what  is  important.  I  am  greatly  con- 
cerned that  we  not  create  another  generation  of  what  your  col- 
league Senator  Mikulski  will  call  boutique  programs,  and  that  is  a 
set  of  small  programs  which  have  lots  of  new  administration  and 
some  attractiveness  because  they  are  visible,  but  do  not  fundamen- 
tally improved  women's  health  in  this  country. 

Here  is  a  set  of  initiatives  which  we  think  are  terribly  important, 
on  the  critical  edge.  In  the  next  4  years,  you  can  expect  from  us 
a  much  more  fundamental  understanding  of  the  need  for  the  agen- 
cy to  balance  issues  of  gender  based  upon  consideration  of  who  has 
diseases  in  this  country  and  what  the  priorities  should  be. 

Senator  Boxer.  This  is  music  to  my  ears.  This  is  a  crucial  issue 
that  can  no  longer  be  ignored. 

Because  my  time  is  running  out,  I  want  to  make  a  couple  of  com- 
ments, rather  than  ask  questions,  Madam  Secretary.  I  applaud 
your  stress  on  prevention.  Mr.  Chairman,  I  know  we  don't  have  a 
way  to  quantify  that,  it  is  not  counted  when  we  do  our  numbers. 

But  I  had  the  good  fortune  of  speaking  with  President  Clinton 
about  this  issue,  and  he  makes  the  point  that  in  Japan,  when  their 
legislature  votes  on  spending,  they  have  an  actual  legal  distinction 
between  investment  and  spending.  It  is  a  very  difficult  issue,  be- 
cause it  is  in  some  ways  subjective.  But  where  the  Japanese  gov- 
ernment finds  that  investments  pay  off,  there  is  a  mechanism  to 
reflect  that.  In  family  planning,  for  example,  for  every  dollar  we 
spend  we  save  $4.  As  you  know,  family  planning  clinics  today  are 
providing  front-line  health  care  for  many  women.  In  California,  be- 
cause of  family  planning,  we  save  $7  for  every  dollar  invested. 

So  I  applaud  your  understanding  of  this  and  I  stand  by  ready  to 
work  with  you  on  these  very  crucial  programs. 

Secretary  Shalala.  Thank  you,  Senator. 

Senator  Boxer.  Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you,  Senator  Boxer. 

Senator  Murray,  Senator  Domenici  has  graciously  consented  to 
let  you  go  before  he  goes,  so  we  will  call  on  Senator  Murray  now. 

Senator  Murray.  Thank  you,  Senator. 

Senator  Domenici.  You  are  welcome. 

Senator  Murray.  Thank  you,  Mr.  Chairman. 

Madam  Secretary,  I  wanted  to  focus  on  a  couple  of  the  programs 
you  talked  about.  I  think  there  is  no  question  that  when  you  spend 
money  on  immunizations,  you  save  dollars  later. 

As  you  probably  know,  Washington  State  has  an  immunization 
program.  One  of  the  problems  we  have  run  into  is  not  funding  the 
program  but  access.  You  can  have  the  immunization  available,  but 
if  the  parent  doesn't  take  their  child  to  the  point  where  they  are 
going  to  be  immunized,  it  doesn't  do  any  good.  That  is  why  you  get 
figures  like  50  percent  of  the  Washington  children  aren't  immu- 
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nized.  I  can't  tell  you  how  many  parents  have  told  me  that  they 
have  taken  their  child  to  their  physician  to  be  immunized  and  the 
pediatrician  says  she  ordered  the  supply  3  weeks  ago  and  it  is  not 
here. 

How  are  we  going  to  address  those  problems,  so  that  10  years 
down  the  road  we  don't  say,  well,  we  spent  all  this  money  on  im- 
munization and  it  didn't  work?  How  do  we  address  the  transpor- 
tation issues  and  the  supply  issues,  so  that  immunization  money 
that  we  spent  actually  gets  to  those  kids  and  is  effective? 

Secretary  Shalala.  Senator,  first  we  admit  candidly  that  we 
need  to  put  the  infrastructure  in  place  to  deliver  a  national  immu- 
nization program.  In  this  stimulus  package  you  will  note  that  we 
don't  start  with  money  to  buy  vaccines,  but  we  start  with  money 
to  build  that  infrastructure.  This  will  fund  a  the  tracking  system, 
expand  clinic  hours  and  outreach  programs,  and  smooth  out  the 
purchasing  of  vaccines. 

Washington  State  has  had  a  problem  because  of  an  interruption 
in  vaccines  being  available  which  occurred,  in  part,  because  the 
FDA  decertified  some  vaccines.  This  was  a  quality  issue,  and  I 
think  it  was  temporary.  We  need  another  source  of  vaccines  so  that 
we  can  lessen  the  impact  of  those  kinds  of  things  when  they  hap- 
pen. 

This  is  why  the  first  money  is  to  put  the  infrastructure  in  place. 
Then  when  we  proceed,  and  we  will  start  moving  almost  imme- 
diately, to  get  the  rest  of  the  young  people  immunized,  we  will  have 
a  system  in  place  that  simplifies  things  for  the  parents.  They  will 
be  able  to  walk  in,  get  information  and  the  vaccine,  and  hopefully 
have  a  very  successful  experience,  although  the  kids  may  not  like 
the  shots. 

Senator  MURRAY.  I  appreciate  that,  because  when  we  read  about 
immunizations  in  the  stimulus  package  we  think  the  dollars  are 
simply  for  the  vaccine,  and  I  am  delighted  to  hear  that  you  under- 
stand that  we  have  to  address  some  of  the  infrastructure  questions 
in  order  to  get  those  immunizations  to  kids. 

A  second  area  I  want  to  focus  on  is  Head  Start.  I  know  that  it 
is  an  excellent  program,  but  many  of  us  think  when  we  provide  dol- 
lars for  Head  Start,  that  that  just  means  more  kids  will  be  allowed 
into  the  program.  You  talked  about  this  a  few  minutes  ago,  but  I 
would  like  you  to  talk  about  it  again. 

In  terms  of  teacher  training,  if  you  don't  have  good  teachers  and 
they  haven't  had  the  proper  training,  it  doesn't  do  any  good  for 
them  to  be  in  that  classroom.  If  you  don't  have  facilities  available 
to  house  those  students,  you  can't  allow  20  more  kids  into  a  pro- 
gram that  is  already  full.  The  same  with  equipment  and  supplies 
and  on  down  the  road.  How  are  we  going  to  address  that,  when  we 
fully  implement  Head  Start? 

Secretary  Shalala.  The  1992  Act  helped  somewhat  in  terms  of 
facilities,  because  it  allows  an  area  to  purchase,  rather  than  just 
rent  facilities.  The  rental  rule  was  very  restraining  in  terms  of  add- 
ing additional  facilities.  Fully  25  percent  of  the  money  that  we  are 
recommending  in  terms  of  funding  increases  is  focused  on  quality 
improvements,  and  that  includes  facilities. 

We  will  make  a  commitment  to  increase  funds  for  technical  as- 
sistance and  for  training.  Again,  I  can't  be  any  more  supportive 
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and  enthusiastic  about  your  comments.  It  would  be  a  mistake  to 
simply  expand  the  current  program.  At  the  end  of  my  4-year  term 
as  Secretary,  I  hope  to  be  able  to  come  back  here  and  say  this  is 
a  different  Head  Start  Program.  It  is  a  program  in  which  we  have 
not  only  increased  the  number  of  young  people  that  have  partici- 
pated, but  it  has  stronger  quality  and  accountability  measures. 

It  is  full-day,  so  it  supports  working  families  and  the  efforts  that 
we  are  making  towards  welfare  reform.  It  is  full-year,  because  it 
recognizes  that  the  program  ought  to  be  full-year,  again  to  support 
working  families  as  well  as  to  support  the  kids  in  terms  of  the 
learning  environment.  This  money  ought  to  buy  a  program  in 
which  there  is  substantial  improvement,  not  only  the  length  of  the 
day,  the  quality  of  the  teaching,  and  the  training  of  the  people  that 
work  in  the  program,  but,  more  importantly,  a  program  with  clear 
accountability  measures  so  that  everybody  knows  what  we  expect 
to  achieve. 

Senator  Murray.  I  am  delighted  to  hear  that,  because  I  know 
that  when  we  do  a  study  4  years  from  now,  we  want  to  be  assured 
that  the  program  has  worked.  We  can't  just  put  more  kids  in  the 
program  and  say,  well,  we've  done  our  job. 

Let  me  add  one  other  comment  on  Head  Start.  I  know  some  of 
the  facilities  provide  education  for  the  parents,  as  well.  I  hope  that 
we  focus  on  that,  because  as  a  former  parent  education  instructor, 
I  know  that  when  the  parents  are  doing  a  good  job  at  home,  they 
help  the  preschool  teachers  and  vice  versa.  If  we  want  those  kids 
to  succeed  later  on  in  life,  having  skilled  parents  helping  them 
learn  is  a  vital  part  of  success.  I  know  that  is  not  a  requirement 
of  Head  Start,  but  if  we  can  be  assured  that  it  is  part  of  it,  I  would 
be  grateful. 

Secretary  Shalala.  Thank  you,  Senator. 

It  is  also  part  of  our  thought  structure  across  the  agency.  The 
parenting  and  family  support  money  that  is  in  our  investment  is 
to  be  used  to  expand  the  Home  Instruction  Program  for  Pre-School 
Youngsters  that  the  President  and  the  First  Lady  support.  This 
program  works  with  young  parents  to  strengthen  families,  and  that 
is  a  theme  that  should  run  through  every  program. 

I  consider  the  immunization  program  an  opportunity  to  get  fami- 
lies in  the  door  at  a  health  center  or  to  the  family  physician  for 
more  than  simply  getting  the  children  immunized.  Hopefully,  these 
contacts  will  develop  into  supportive  health  relationships.  Our  defi- 
nition of  prevention  is  a  proxy  also  for  family  support. 

Senator  Murray.  Thank  you. 

Chairman  SASSER.  Thank  you,  Senator  Murray. 

Senator  Domenici? 

Senator  Domenici.  Thank  you  very  much,  Mr.  Chairman. 

Madam  Secretary,  first  I  want  to  apologize  for  not  being  here 
when  the  meeting  opened  to  welcome  you  to  the  Budget  Committee 
from  our  side. 

Secretary  Shalala.  Thank  you. 

Senator  Domenici.  We  had  another  committee  hearing  on  the  en- 
ergy package,  and  so  both  Senator  Nickles  and  I  will  be  going  back 
there  as  soon  as  we  finish. 

Let  me  raise  three  issues  that  I  strongly  urge  your  involvement 
at  the  secretarial  level.  Before  President  Clinton  was  elected,  the 
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National  Alliance  for  the  Mentally  111  (NAMI)  had  a  national  drive 
to  get  petition  signatures  to  support  a  proposition  that  is  espoused 
in  a  bill  that  I  introduced  that  has  bipartisan  support,  perhaps  25 
Senators  now,  that  essentially  said  for  severe  mentally  ill  people, 
health  care  reform  will  treat  severe  mental  illness  the  same  as 
other  severe  illnesses. 

Essentially,  the  premise  of  that  is  that  we  now  know  enough 
about  schizophrenia,  manic  depression,  bipolar  illness  and  two  or 
three  others,  to  call  them  severe  mental  illnesses  and  to  treat  them 
like  you  treat  cancer  or  heart  condition,  not  to  say  they  are  less  se- 
vere and,  therefore,  we  can  abide  by  caps  on  the  expenditures  that 
are  permitted  for  these  illnesses. 

Insurance  companies  now — and  I  am  not  at  this  stage  blaming 
insurance  companies,  I  am  merely  saying  now  they  are  in  a  habit 
of  having  caps  for  severe  mental  illness,  annual  and  lifetime.  The 
outpatient  and  inpatient  is  treated  much  differently  than  other  ill- 
nesses. 

So  when  we  circulated  this  petition,  we  were  absolutely  thrilled 
at  our  National  Alliance  for  the  Mentally  HI  meeting,  with  about 
4,000  people  from  across  America,  to  be  able  to  announce  that  sig- 
natories to  our  petition  supporting  this  measure  carried  the  names 
of  Bill  Clinton,  not  yet  President,  and  Vice  President  Gore  as  a 
Senator  and  his  wife. 

You  will  soon  be  receiving  an  in-depth  evaluation  from  the  Na- 
tional Institute  of  Mental  Health  through  your  National  Institutes 
of  Health  that  determines  the  efficacy  of  treatment  for  severe  men- 
tally ill  people  now.  It  is  startling,  in  that  many  would  use  the  ex- 
cuse, Madam  Secretary,  to  treat  it  differently,  because  there  is  no 
effective  treatment.  Believe  it  or  not,  the  efficacy  statistics,  quite 
well  verified,  are  going  to  indicate  that  the  effective  treatment  for 
most  of  these  serious  mental  illnesses,  and  I  will  just  give  you  a 
couple,  are  very  good. 

Schizophrenia,  at  the  offset,  we  have  efficacy  indications  of  70  to 
85  percent  effective.  For  manic  depression,  we  have  a  huge,  some- 
where around  60  to  80  percent  effectiveness.  I  make  that  point, 
because 

Chairman  Sasser.  Do  you  mean  the  treatment  is  80  percent  ef- 
fective, Senator  Domenici? 

Senator  DOMENICI.  They  call  that  the  efficacy  evaluation.  Believe 
it  or  not,  angioplasty,  which  we  are  totally  committed  to,  no  caps, 
nothing,  the  efficacy  is  41  percent,  Mr.  Chairman. 

You  know,  for  schizophrenia,  at  the  inception,  it  is  as  high  as  70; 
for  major  depression,  it  is  60;  manic  depression,  as  you  know,  the 
treatment  is  some  social  and  environmental  treatment,  but  it  is 
also  lithium  and  it  has  got  a  huge,  huge  efficacy. 

So  my  question  is  can  you  assure  us  that  severe  mentally  ill  peo- 
ple are  not  going  to  be  discriminated  against  in  terms  of  the  equity 
of  coverage,  as  compared  with  other  severe  illnesses,  as  you  put  the 
reform  package  together? 

Secretary  Shalala.  Senator,  somewhere  in  that  pile  of  petitions 
you  will  find  my  own  signature. 

Senator  Domenici.  Great. 

Secretary  Shalala.  Second,  I  can  assure  you  that  this  is  an  issue 
we  are  actively  pursuing.  Mrs.  Gore  is  providing  leadership,  but  I 
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can  also  assure  you  that  I  will  personally  provide  leadership.  In  my 
own  family  experience,  as  well  as  within  my  own  friendship  group, 
I  am  very  aware  of  the  unevenness  of  the  way  government  treats 
mental  illness  and  the  unevenness  of  coverage. 

When  I  went  to  my  home  town  of  Cleveland  last  week,  I  heard 
poignant  testimony  from  families  specifically  about  this  issue  from 
people  who  came  out  to  talk  to  me  about  the  need  for  health  care 
reform  to  cover  long-term  mental  illness  and  to  understand  it  is  an 
illness  that  ought  to  be  treated.  You  will  find  me  more  than  sympa- 
thetic on  this  issue. 

Chairman  SASSER.  If  I  could  just  interject,  I  think  this  is  a  very 
important  point  that  Senator  Domenici  is  raising  here.  As  I  under- 
stood you,  Senator  Domenici,  you  said  there  is  80  percent  effective- 
ness rate  of  the  treatment  of  schizophrenia?  I  believe  that  is  what 
you  said. 

Senator  Domenici.  80  percent  in  the  first  year,  and  it  might  go 
down  some,  but  it  is  higher  than  the  others  ones,  by  far. 

Chairman  Sasser.  I  have  seen  figures  that  indicate  that  one- 
third  of  the  homeless  are  victims  of  schizophrenia,  so  if  we  could 
spread  out  this  treatment  more,  perhaps  get  the  government  more 
involved,  you  would  reduce  the  homeless.  I  think  that  is  a  very  ex- 
cellent point  you  are  making. 

Senator  Domenici.  Not  only  would  you  reduce  it,  but  if  America's 
program  was  consistent,  you  probably  would  have  a  dramatic  re- 
duction in  the  homeless  people  permanently.  I  would  correct  one 
thing:  It  is  not  schizophrenics  who  are  one-third,  but  it  is  all  of  the 
severe  mental  illnesses  make  up  one-third,  manic  depressives  are 
out  there  in  the  street  and 

Secretary  Shalala.  Senator,  I  think  what  you  are  talking  about 
is  not  a  cure,  but  a  treatment  that  allows  people  to  function. 

Senator  Domenici.  Absolutely. 

Secretary  Shalala.  To  be  able  to  work  and  to  do  other  kinds  of 
things  as  full  functioning  human  beings,  but  the  treatment  may  be 
ongoing  throughout  a  long  period  of  their  lives. 

Senator  DOMENICI.  One  more  that  I  want  to  urge  your  direct  in- 
volvement in.  Your  National  Institutes  of  Health  Director  is  totally 
committed  at  this  point,  and  I  hope  that  remains  the  position  of  the 
institute,  but  I  would  like  to  just  share  with  you  something  you  are 
managing  within  the  department  that  is  phenomenal  for  wellness 
and  preventive  health,  and  it  is  called  the  genome  mapping  pro- 
gram. 

I  have  a  particular  affinity  for  that,  because  some  in  the  profes- 
sion call  me  the  genome  Senator.  Since  nobody  knows  what  genome 
is,  most  audiences  aren't  sure  whether  they  are  calling  me  a  great 
big  great  pea  or  some  man  from  outer  space.  But  this  program  car- 
ried within  it  the  capacity  to  locate  within  the  chromosomes  of  the 
human  body  every  single  serious  illness,  including  those  that  today 
we  have  no  cure  for. 

As  you  know,  very  recently,  believe  it  or  not,  the  chromosome  for 
leukemia  was  found  for  one  kind,  the  kind  that  has  30,000  people 
a  year.  We  are  going  to  find  a  location  for  almost  all  the  diseases. 
It  is  a  $175  million  a  year  program.  It  is  going  along  at  a  rapid 
pace.  It  might  have  some  ethics  problems,  and  I  would  urge  that 
you  address  the  ethics  issue  with  your  director.  We  cannot  let  the 
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program  get  too  far  down  the  line  without  some  policy  decisions  on 
ethics. 

More  importantly,  I  hope  you  become  an  advocate.  I  have  not  no- 
ticed any  positive  advocacy  for  it  and  I  am  not  critical.  I  am  merely 
urging  that  you  have  at  your  command  one  of  the — well,  maybe  it 
will  bring  in  the  golden  age  of  medicine,  because  I  think  in  30  or 
40  years  we  will  be  treating  people  completely  different  and  many 
diseases  will  be  cured  and  hospitals  will  be  completely  different 
than  now,  and  I  think  an  administration  that  prides  itself  in  tech- 
nology and  science  ought  to  be  right  out  on  the  front  of  this. 

Secretary  Shalala.  Senator,  I  think  that  Dr.  Healy  will  tell  you 
that  I  have  been  more  than  supportive  on  the  project.  I  sat  on  the 
National  Institutes  board  before  I  arrived  in  this  position. 

Previously,  I  headed  one  of  the  great  research  universities  in  the 
country  which  was  deeply  involved  in  genome  research.  I  would  be 
happy  to  come  by  sometime  and  discuss  the  project.  I  helped  Dr. 
Healy  recruit  the  new  director  and  will  be  very  supportive  of  his 
efforts  to  continue  to  keep  us  in  the  first  rank  of  this  research. 

Senator  Domenici.  Where  did  he  come  from? 

Secretary  Shalala.  The  University  of  Michigan. 

Senator  Domenici.  Well,  I  met  him  and  I  think  he  is  a  magnifi- 
cent appointment  and  I  laud  you  for  that. 

Secretary  SHALALA.  I  agree  with  that,  even  though  he  did  come 
from  Michigan,  and  I  come  from  Wisconsin.  [Laughter.] 

Senator  Domenici.  I  know  they  looked  at  Wisconsin,  but  this  fel- 
low was  better,  I  think.  [Laughter.] 

Let  me  ask  you  a  question,  just  to  clarify  something.  Before  I  ar- 
rived, I  think  there  was  as  lengthy  discussion  of  the  cuts  in  medi- 
care expenditures  proposed  in  your  budget.  I  think  the  question 
was  asked,  since  these  are  on  providers,  will  they  not  shift  the  cost 
to  somebody  else,  some  other  insurance  or  some  other  entity. 

Let  me  just  lay  this  foundation  and  ask  you  whether  you  would 
agree  with  this  premise.  I  am  informed  that,  as  far  as  hospitaliza- 
tion, the  government  pays  90  cents  and  insurance  coverage  pays 
$1.25,  that  is  the  ratio.  Now,  if  that  is  the  case  and  we  are  going 
to  reduce  what  we  are  going  to  pay  for  on  the  government  side  for 
hospitalization,  wouldn't  this  one  be  logical,  that  we  are  going  to 
shift  the  costs  somewhere  else,  namely,  to  the  insurance  coverage 
of  people  within  that  group? 

Secretary  Shalala.  I  have  not  conceded  the  issue  that  we  will 
automatically  cost  shift,  in  large  part  because  I  am  not  prepared 
to  concede  the  fact  that  hospitals  don't  have  other  places  where 
they  can  cut  to  absorb  these  reductions.  I  would  like  to  be  careful 
about  what  I  say  publicly. 

Cost  shifting  assumes  that  there  is  no  place  else  to  cut  and, 
therefore,  you  are  going  to  shift  it  on  to  the  private  providers,  and 
I  do  not  think  that  is  necessarily  the  case. 

In  response  to  the  earlier  questions,  I  said  that  the  reason  we 
need  fundamental  health  care  reform  is  so  that  we  no  longer  need 
to  constantly  manipulate  the  system  and  then  worry  about  whether 
recipients  will  shift  costs  on  to  someone  else,  or  respond  by  creating 
more  efficiency.  This  is  the  reason  we  need  to  get  into  total  health 
care  reform  as  opposed  to  continuing  to  make  these  kinds  of  tough 
calls. 
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Senator  Domenici.  My  experience,  in  looking  at  this  for  a  num- 
ber of  years,  you  have  analyzed  the  problem  exactly  right  and  I 
think  it  is  going  to  happen  here,  too.  What  you  do  is  you  create  a 
new  balloon  and  say  this  is  the  total  program  and  we  squeeze 
down,  but  you  find  that  within  a  year  nice  little  protrusions  out 
from  the  balloon  and  they  will  be  all  legal  and  legitimate  and  it  is 
getting  a  little  bigger,  even  under  the  restraint. 

My  last  question  is  a  broader  question,  and  I  will  try  to  lay  my 
premise  very  quickly.  To  get  the  deficit  down  permanently,  I  think 
everybody  agrees  we  have  to  reform  health  care.  In  the  budget  doc- 
ument that  we  have  received  thus  far,  there  is  a  graph  that  shows 
deficits  with  health  care  reform  saving  an  additional  $660  billion 
over  10  years. 

That  is  above  and  beyond  the  President's  economic  package. 
Now,  that  means  that  in  the  President's  vision  statement,  the  one 
that  is  out  now  about  his  plan,  that  in  that  there  is  a  projection 
of  saving  $660  billion  over  a  10-year  period  by  reducing  the  cost  of 
health  care. 

Now,  I  heard  OMB  Director  Panetta  say,  and  I  quote  only  two 
words,  "very  skeptical"  were  the  two  words,  that  health  reform 
would  bring  any  real  reductions  in  Federal  health  spending.  I  am 
reading  that  there  is  a  consensus  inside  of  the  President's  adminis- 
tration that  we  should  spend  anywhere  from  $30  to  $90  billion 
more  each  year  to  expand  coverage. 

When  I  put  all  this  information  together,  it  seems  to  me  that  we, 
somewhere  down  the  line,  and  I  imagine  not  too  far  down  the  line, 
we  must  be  looking  for  another  very  large  tax  increase  of  some  type 
as  part  of  this  reform.  I  hope  I  am  wrong,  but  it  seems  to  me  that 
that  is  where  it  is  headed  and  that  is  where  you  think  it  is  going. 
Is  that  assessment  correct,  Madam  Secretary? 

Secretary  Shalala.  No,  Senator.  I  am  not  prepared  to  confirm 
your  projections,  because  those  decisions  have  not  been  made.  I 
won't  try  to  project  my  own  sense  of  where  we  are  going  until  we 
figure  out  precisely  what  we  are  going  to  do.  Naturally,  I  will  be 
back  when  we  present  the  health  reform  package  in  great  detail. 

Senator  Domenici.  The  reason  I  raised  the  question,  and  I  hope 
you  understand,  I  thought  when  the  President  campaigned,  that 
one  of  the  things  he  said  that  was  100  percent  right,  is  the  real 
problem  with  the  deficit  of  the  United  States  is  rising  health  care 
costs.  As  a  matter  of  fact,  you  could  almost  leave  things  alone,  if 
you  got  health  care  costs  under  control.  This  entire  effort  we  are 
going  through  in  deficit  reduction  could  just  be  left  aside  almost, 
because  if  we  got  health  care  under  control,  you  would  get  the  defi- 
cit under  control  ultimately. 

Now,  since  that  is  the  case  and  that  is  fact,  it  does  concern  me 
greatly  that  we  are  putting  a  deficit  reduction  package  together, 
and  still  we  are  dramatically  shy  of  the  reductions  in  health  care 
costs  that  are  going  to  be  required  to  get  the  deficit  ultimately 
under  control,  and  I  am  very  worried  about  how  we  are  going  to 
pay  for  it.  So  that  is  just  my  reasoning. 

Secretary  Shalala.  I  appreciate  that,  Senator.  All  I  can  say 
about  the  $100  billion  that  my  own  department  has  identified  in 
terms  of  deficit  reduction  is  that  we  consider  it  a  down-payment  on 
health  care  reform.  It  is  not  to  be  seen  as  the  beginning  or  the  end 
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of  our  commitment  to  hold  down  health  care  costs.  We  wanted  to 
make  it  clear  that  HHS  was  serious  about  bringing  down  health 
care  costs  and  that  the  President  was  very  serious  about  reform. 

Senator  DOMENICI.  Thank  you  very  much,  Madam  Secretary. 

Secretary  Shalala.  Thank  you,  Senator. 

Senator  DOMENICI.  Thank  you,  Mr.  Chairman. 

Chairman  SASSER.  Thank  you,  Senator  Domenici.     . 

Senator  Nickles? 

Senator  NlCKLES.  Mr.  Chairman,  thank  you  very  much. 

Madam  Secretary,  welcome  to  the  committee.  Just  a  quick  ques- 
tion: You  mentioned  the  $100  billion,  and  was  that  entitlement  sav- 
ings? 

Secretary  Shalala.  Projected  savings  from  the  deficit  reduction 
proposals  for  HHS  over  the  5-year  period  from  1994  to  1998,  and 
it  is  directly  related  to  the  medicare,  medicaid,  and  social  security. 

Senator  NlCKLES.  Are  those  spending  cuts? 

Secretary  Shalala.  Those  are  cuts  in  increases  and  spending 
cuts. 

Senator  Nickles.  Are  you  including  in  that  the  $21  billion  social 
security  tax  increase  on  savings? 

Secretary  Shalala.  Yes,  I  am  including  the  $21  billion  in  social 
security  cuts. 

Senator  Nickles.  Do  you  include  in  that  $5  billion  of  payroll  tax 
increase  for  people  on  the  so-called  medicare  tax  surcharge  for  indi- 
viduals with  incomes  over  $130,000? 

Secretary  Shalala.  Yes. 

Senator  Nickles.  I  call  those  tax  increases.  I  have  a  hard  time 
seeing  how  people  call  those  spending  cuts. 

Secretary  Shalala.  Well,  at  one  point  in  the  Reagan  administra- 
tion, they  were  brought  forward  as  spending  cuts.  I  think  we  could 
argue  over  the  terminology,  but  they  are  in  fact  reductions  and  con- 
tribute to  the  deficit  reduction  plan. 

Senator  NlCKLES.  The  reductions,  they  are  tax  increases,  they  re- 
duce what? 

Secretary  Shalala.  Well,  they  add  to  deficit  reduction  from  the 
Social  Security  Program  by  making  the  beneficiaries  pay  taxes 
similar  to  people  who  have  private  pension  plans. 

Senator  NlCKLES.  I  am  not  trying  to  debate  it.  I  wish  that  you 
would  call  a  tax  a  tax  and  a  spending  cut  a  spending  cut.  I  think 
it  would  help  really  sell  your  program  and  give  it  more  credibility. 

Let  me  ask  you  a  question:  How  much  did  medicaid  increase  last 
year? 

Secretary  Shalala.  Twenty-nine  percent. 

Senator  NlCKLES.  And  do  you  happen  to  have  the  year  before? 

Secretary  Shalala.  I  will  have  to  research  that. 

Senator  Nickles.  It  was  28  percent  the  year  before.  I  will  help 
you.  Medicaid  is  exploding.  CBO  projects  medicaid  is  going  to 
compound  in  the  15  percent  range,  but  the  last  2  years  it  has  in- 
creased 28  percent  and  29  percent.  And  I  don't  see  any  changes 
that  will  reduce  that  growth. 

I  might  ask  you,  I  understand  that  several  States  are  lining  up 
for  payments  from  the  Federal  Government  for  disputed  medicaid 
claims. 

Secretary  Shalala.  Yes. 
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Senator  Nickles.  I  read  in  the  Washington  Post  that  New  Jersey 
was  going  to  get  $412  million  and  New  York  a  couple  hundred  mil- 
lion. How  much  has  been  granted  or  how  much  money  has  been  de- 
cided to  grant  to  the  Governors  in  this  disputed  claims  area? 

Secretary  Shalala.  There  are  a  number  of  negotiations  taking 
place  over  disputes.  The  President  has  asked  us  to  look  at  all  of 
them  and  at  the  process  for  settling  them  between  the  Federal 
Government  and  the  States.  They  have  been  piling  up  over  the 
years. 

Senator  NlCKLES.  What  is  the  total  amount  that  you  are  talking 
about? 

Secretary  Shalala.  You  mean  the  amount  States  think  they 
ought  to  get  or  that  we  think  they  ought  to  get? 

Senator  NlCKLES.  Both. 

Secretary  Shalala.  I  will  provide  that  for  the  record,  Senator. 

Senator  NlCKLES.  If  you  would,  on  a  State-by-State  basis,  I  would 
appreciate  it. 

Secretary  Shalala.  Yes. 

[The  following  was  subsequently  submitted  for  the  record  by  Sec- 
retary Shalala:] 

The  clearest  definition  of  "disputed  claims"  is  amounts  HCFA  has  disallowed  that 
States  have  appealed  to  the  Departmental  Appeals  Board  (DAB).  The  total  amount 
.«£  claims  now  before  the  DAB  is  approximately  $173.5  million.  In  each  situation, 
the  DAB  usually  decides  to  either  uphold  the  disallowance,  or  pay  the  State  the  dis- 
puted amount  in  full.  (The  dollar  totals  are  not  usually  in  question  at  this  stage 
of  proceedings;  rather,  the  issue  is  whether  the  State  is  to  receive  the  amount  or 
not.)  The  following  list  displays  the  amounts  currently  in  dispute. 


Disallowances  Pending  At  The  DAB 
As  of  February  25,  1993 

STATE 

AMOUNT  OF  DISPUTE 

Colorado 

$91,337 

Connecticut 

$87,944,253 

Georgia 

$999,425 

Kansas 

$346,482 

Missouri 

$1,571,801 

Nebraska 

$3,969,915 

New  Jersey 

$2,049,315 

New  York 

$35, 102,747 

Ohio 

$1,496,764 

Pennsylvania 

$6,322,959 

Washington 

$2,604,208 

West  Virginia 

$30,976,418 

TOTAL 

$173,475,624 
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HCFA  and  the  States  have  not  yet  reached  agreement  on  a  number  of  additional 
State  claims  because  of  the  medicaid  State  plan  amendment  (SPA)  approval  process. 
A  State  must  submit  a  SPA  to  HCFA  whenever  it  wants  to  change  its  medicaid  eli- 
gibility, coverage,  or  payment  policies.  HCFA  will  approve  or  disapprove  each  SPA 
depending  on  whether  or  not  it  complies  with  the  medicaid  rules  and  regulations. 
Once  HCFA  disapproves  a  SPA  the  State  has  a  right  to  a  hearing  to  contest  the 
disapproval  decision.  HCFA  has  disapproved,  and  is  now  reconsidering  at  State  re- 
quest, approximately  40  medicaid  State  plan  amendments  from  20  States. 

If  HCFA  ultimately  disapproves  a  SPA,  claims  for  payments  made  under  the  dis- 
approved SPA,  if  any,  will  be  disallowed.  No  meaningful  estimate  of  the  potential 
cost  to  the  Federal  government  from  possible  disallowances  is  available  at  this  stage 
of  the  procedures  for  the  following  reasons: 

•  The  amount  of  total  claims  made  under  each  SPA  in  question  will  not  be  known 

with  any  precision  until  a  final  decision  on  the  SPA  is  made. 

•  Once  a  SPA  is  disapproved  and  a  disallowance  taken,  the  amount  of  the  disallow- 

ance does  not  necessarily  indicate  the  potential  effect  on  the  Federal  budget. 

If  the  SPA  is  in  the  reconsideration  process,  States  often  operate  as  though  the 
plan  has  been  approved  and  make  payments  in  accordance  with  the  new  plan.  As 
a  result,  HCFA  will  only  know  the  precise  amount  of  the  payments  made  under  the 
plan  once  it  makes  a  final  determination  on  the  SPA  In  this  situation,  if  the  SPA 
is  ultimately  disapproved,  a  disallowance  would  be  taken  equal  to  the  payments 
made  under  the  SPA.  If  the  SPA  is  approved,  then  no  disallowance  is  taken. 

If  HCFA  disapproves  the  SPA,  the  State  will  be  obligated  to  repay  the  Federal 
government  through  the  disallowance  process.  In  addition,  the  State  may  have  to 
revert  to  provider  payment  methods  under  a  previously  approved  State  plan.  How- 
ever, since  these  provider  payments  may  be  higher  or  lower  than  the  payments 
made  under  the  disapproved  plan,  we  cannot  estimate  in  advance  what  the  net  ef- 
fect of  the  disallowance  will  be  on  the  Federal  treasury. 

Senator  Nickles.  Medicaid  is  already  exploding;  that  is  without 
these  additional  cases  and  disputed  claims.  I  hear  the  talk  and  the 
rhetoric  about  reducing  the  deficit,  and  finding  entitlement  savings. 
But  I  am  looking  at  one  entitlement,  the  medicaid  system,  that  is 
compounding  at  28,  29  percent  per  year,  and  then  when  I  hear  the 
Administration  talking  about,  giving  out  several  hundred  million 
dollars  to  New  Jersey  or  giving  out  around  $800  million  to  Califor- 
nia and  on  and  on,  that  raises  some  questions.  You  are  taking  one 
of  the  fastest  growing  entitlement  programs  and  allowing  it  to  ex- 
pand at  even  a  greater  rate,  which  I  think  makes  less  credible  the 
so-called  deficit  reduction  tone  that  we  have  heard. 

One  of  the  reasons  why  these  programs  are  exploding  is  so  many 
States  have  figured  out  ways  to  game  the  system  through  provider 
taxes,  instead  of  being  a  true  Federal-State  matching  program.  My 
State  tried  to  pass  one,  in  which  our  State  would  receive  $2.2  for 
every  $1  of  State  tax,  and  this  is  great.  This  is  as  if  that  money 
from  the  Federal  Government  didn't  cost  anything. 

I  seriously  question  that  program,  and  so,  anyway,  if  you  would 
provide  that  for  the  record,  I  would  appreciate  it. 

Secretary  Shalala.  Thank  you,  Senator. 

What  we  have  described  in  terms  of  deficit  reduction  on  the  Med- 
icaid and  Medicare  Programs  are  attempts  to  slow  down  the  in- 
creases. We  have  also  described  it  as  a  down  payment  on  health 
care  reform.  The  explosion  of  the  Medicaid  Program,  the  increases 
in  the  Medicare  Program,  and  the  attempts  to  reduce  costs  of  those 
programs  which  ended  up  in  cost  shifting  to  the  private  sector  are 
reasons  why  we  must  do  systemic  health  care  reform,  not  simply 
continue  to  manipulate  the  current  system  to  try  to  hold  down 
costs. 


285 

Senator  NiCKLES.  I  appreciate  that,  but  let  me  just  mention,  if 
you  are  reducing  2  percent  of  the  cost  of  growth,  or  2  percent  of 
the  growth  in  medicaid,  if  it  is  compounding  at  29  percent  and  you 
reduce  that  to  27  percent,  we  as  taxpayers  are  losing  the  game, 
and  it  needs  to  be  changed. 

Let  me  just  give  you  a  possible  couple  of  suggestions,  and  this 
one  is  significant  change,  a  revamping  of  medicaid.  If  you  were 
going  to  start  all  over  in  medicaid,  I  would  not  have  the  Federal 
Government  be  a  partner  with  the  first-dollar  cost.  I  would  suggest 
maybe  you  work  with  the  States  in  figuring  out  something  where 
the  States  and  the  providers  and  the  participants  handle  the  first 
few  thousand  dollars,  $2,  $3,  $4  thousand  worth  of  medical  costs, 
and  then  have  the  Federal  Government  be  more  or  less  a  major 
medical-type  insurer  for  a  70-20-10  basis  or  something  like  that,  70 
percent  Federal,  20  State,  10  percent  provider  or  participant,  some- 
thing like  that. 

Conceptually,  it  is  totally  different  than  what  we  have,  but  I 
think  if  you  are  going  to  start  all  over,  I  doubt  that  you  would  real- 
ly have  the  Federal  Government  be  involved  in  all  these  low-dollar 
cases,  and  I  think  that  might  help  ease  a  lot  of  the  administrative 
burden  that  you  have  in  conjunction  with  the  States  in  the  pro- 
gram. 

I  know  the  time  is  short.  Let  me  make  a  couple  of  other  sugges- 
tions, and  I  would  love  to  hear  your  comments. 

On  the  immunization  program,  I  have  read  in  some  cases  where 
the  Federal  Government  was  going  to  take  it  over.  I  think  that 
would  be  a  serious  mistake.  I  think  it  would  waste  a  lot  of  money. 
As  Senator  Murray  and  others  have  pointed  out,  the  problems  are 
not  just  the  cost  of  the  vaccines,  and  so  I  would  just  urge  you  to 
go  slow  on  that  because  I  think  you  are  going  to  spend  a  lot  of 
money  that  you  don't  need  to. 

Then  one  final  thing,  and  that  is,  your  budget  says  that  you  are 
going  to  reduce  spending  by  $4.2  billion  in  streamlining  govern- 
ment. I  would  be  interested  in  seeing  how  you  are  going  to  do  that 
as  far  as  employees  and  what  that  timetable  is. 

Secretary  Shalala.  The  baseline  growth  that  we  are  projecting 
for  the  Medicaid  Program  is  16  percent  in  1995.  This  drops  to  14.4 
percent  in  1995  with  the  cuts  we  are  recommending,  to  13.8  per- 
cent in  1996,  and  by  1998,  to  12.8  percent.  So  it  is  considerably 
lower. 

You  are  absolutely  right.  Everybody  has  learned  how  to  game  the 
system,  so  we  have  to  change  the  rules  of  the  game  in  some  fun- 
damental way.  Whether  we  do  it  the  way  you  have  suggested  in 
terms  of  who  pays  the  first  dollar  or  we  do  it  through  some  other 
fundamental  systemic  change,  the  important  thing,  now  that  we 
know  the  game  and  how  it  is  played,  is  to  try  to  design  a  system 
in  which  the  incentives  are  not  to  keep  gaming.  Incentives  must 
encourage  improving  the  quality  of  health  care  maximizing  how 
much  money  can  be  obtained  from  the  Federal  Government. 

With  all  this  gaming,  there  is  not  a  lot  of  evidence  that  we  are 
improving  the  quality  of  health  care.  There  is  a  lot  of  evidence  that 
a  number  of  very  bright  people  have  learned  how  to  work  the  sys- 
tem. 
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Chairman  Sasser.  And  getting  very  rich,  some  of  them,  in  the 
process. 

Secretary  Shalala.  Yes,  and  some  of  them  getting  very  rich. 

Senator  NlCKLES.  But  I  am  afraid  that  with  the  payments  that 
are  made  by  the  Administration  to  some  of  the  various  Governors 
that  it  looks  like  you  are  participating  in  the  game.  And  I  also 
want  to  make  sure  that  the  payments  that  are  made  to  States  are 
not  done  for  political  purposes.  And  we  are  talking  about  billions 
of  dollars,  and,  again,  we  are  talking  about  a  program  that  has 
been  compounding  at  29  percent. 

I  also  want  to  warn  you,  and  the  chairman  is  aware  of  my  con- 
cern on  this:  CBO  has  underestimated  Medicaid  for  a  long  time. 
And  so  I  see  their  baseline  that  says  14  or  15  percent,  and  you  are 
going  to  knock  1  or  2  percent  off  that.  But  I  am  just  telling  you 
the  facts  are  it  was  growing  at  28  percent  and  29  percent.  And  if 
the  games  continue  and  so  on,  everything  else  we  are  doing  budget- 
wise,  as  Senator  Domenici  mentioned,  is  really  for  naught  because 
we  are  dealing  with  real  big  dollars. 

I  have  focused  most  of  my  comments  on  medicaid.  Medicare  last 
year  grew  at  12.3  percent.  The  year  before  that,  interestingly 
enough,  only  7.4  percent.  So  why  it  doubled  in  1992  versus  1991, 
I  don't  know.  But,  you  know,  if  we  could  hold  medicare  at  6  percent 
instead  of  13  percent  and  if  we  could  get  medicaid  costs  in  the  sin- 
gle digits  instead  of  the  29  percent,  you  are  talking  about  real  sav- 
ings. 

I  think  if  you  put  some  kind  of  a  participant  at  risk,  if  you  get 
a  lot  of  the  Federal  Government  out  of  it,  I  think  you  can  save  a 
lot  of  money  in  administrative  cost.  I  have  had  numerous  doctors 
and  hospitals  tell  me  they  spend  30  percent  of  their  time  on  over- 
head, complying  with  rules  and  regs. 

I  will  ask  you  two  additional  questions,  and  you  can  submit  these 
if  you  like,  but  one  is  on  the  immunization  program.  A  massive  ex- 
pansion of  that  would  cost  hundreds  of  millions  of  dollars.  Two,  I 
would  like  to  see  a  breakdown  on  your  obligation  to  streamline  gov- 
ernment and  save  $4.2  billion  over  the  next  5  years.  I  would  like 
to  see  how  you  are  going  to  do  that  and  over  what  timetable.  What 
is  your  plan? 

Secretary  Shalala.  We  are  starting  to  work  through  that  strat- 
egy. One  advantage  of  getting  someone  like  me  who  comes  from  the 
public  sector  is  I  have  spent  my  whole  career  downsizing.  I  have 
not  lived  during  the  era  when  State  governments  or  public  institu- 
tions were  able  to  expand.  We  have  a  strategy  for  downsizing,  and 
I  think  doing  more  than  just  attrition.  It  is  not  that  we  are  not 
going  to  fill  vacancies,  but  it  has  to  be  done  with  some  kind  of  a 
strategy  that  is  focused  on  our  mission. 

Second,  on  immunization,  we  intend  to  use  the  private  sector.  It 
would  be  a  mistake  to  transfer  the  whole  thing  to  a  new  public  sec- 
tor bureaucracy.  That  doesn't  mean  we  are  not  going  to  build  the 
capacity  of  health  centers,  but  private  doctors  must  be  an  integral 
part  of  the  proposal.  People  need  to  go  to  their  family  doctors.  This 
isn't  a  matter  of  lining  up  all  the  kids  in  the  country  and  giving 
them  shots.  It  is  a  matter  of  integrating  our  commitment  to  very 
young  children  with  strengthening  their  long-term  health  care. 
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That  involves  using  all  the  physicians  in  the  country,  particularly 
the  family  physicians. 

We  will  be  back  with  a  specific  proposal  in  this  area,  and  I  hope 
you  will  be  pleased  with  the  way  we  have  thought  it  through.  We 
should  build  on  the  current  system.  I  will  be  happy  to  provide  the 
other  answers  for  the  record. 

Senator  NlCKLES.  I  appreciate  it.  One  final  question,  Mr.  Chair- 
man, very  quickly.  Has  the  Administration  planned  any  change  on 
the  current  policy  which  would  ban  immigrants  with  AIDS  coming 
into  the  country? 

Secretary  Shalala.  I  can't  comment  on  that.  We  are  looking, 
carefully  at  the  votes  that  were  taken  in  the  Congress,  but  I  don't 
have  any  comment  now. 

Senator  NlCKLES.  Thank  you,  Mr.  Chairman.  Thank  you. 

Chairman  SASSER.  Thank  you,  Senator  Nickles. 

One  question  before  we  turn  to  Senator  Dodd,  Madam  Secretary. 
Timing  on  the  health  care  reform  package — do  you  think  we  are 
going  to  meet  the  announced  goal  of  having  a  health  reform  pack- 
age over  here  by  May? 

Secretary  Shalala.  I  don't  want  to  be  the  person  to  tell  the 
President  that  we  are  not  going  to  meet  that  deadline,  nor  do  I 
think  Mrs.  Clinton  does.  We  are  still  aiming  for  a  May  deadline. 

Chairman  Sasser.  Right.  You  have  got  a  new  program  in  the  in- 
vestment package  called  parenting  and  family  support.  That 
sounds  like  part  of  welfare  reform.  What  is  it? 

Secretary  Shalala.  That  is  a  broad  category  that  has  a  number 
of  things  in  it,  including  the  Home  Instruction  Program  for  Pre- 
School  Youngsters,  which  is  a  parent  support  program  that  identi- 
fies parents  with  young  children  and  employs  part-time  workers  in 
a  supportive  capacity.  President  Clinton  and  Mrs.  Clinton  worked 
closely  with  that  program.  We  plan  to  expand  it  in  a  number  of 
States. 

In  addition,  the  budget  will  detail  initiatives  on  child  support  en- 
forcement. We  need  an  aggressive  program  in  that  area  and  we 
will  be  working  with  Senator  Dodd.  I  have  made  a  commitment  to 
proceed  on  some  of  the  Interstate  Commission  recommendations 
along  with  our  efforts  to  improve  the  immunization  of  young  chil- 
dren, improve  on  Head  Start,  and  design  the  new  Welfare  Program. 
We  are  serious  about  enforcement  of  child  support  laws  in  this 
country  and  need  to  develop  a  much  more  sophisticated  national 
program.  We  are  committed  to  this  and  our  new  appointees  are 
starting  the  design  work,  working  with  Senator  Dodd  and  others. 

Chairman  Sasser.  Senator  Dodd. 

Senator  Dodd.  Thank  you  very  much,  Mr.  Chairman. 

My  apologies  for  being  a  bit  late,  but  two  of  your  colleagues,  Sec- 
retary Riley  and  Secretary  Reich  are  also  testifying  up  here  today, 
and  I  am  trying  to  get  around  to  as  many  different  hearings  as  I 
can. 

I  gather  you  have  been  over  a  lot  of  the  main  issues,  Mr.  Chair- 
man, and  I  appreciate  your  recognizing  me  for  just  for  a  moment 
here. 

Let  me  just  say  as  well  how  impressed  I  was  with  the  budget 
proposal  as  laid  out,  but  that  may  not  come  as  any  great  surprise 
coming  from  a  Democratic  Senator.  But  I  spoke  last  evening,  Mr. 
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Chairman,  with  the  Chamber  of  Commerce  from  Hartford,  Con- 
necticut, who  participated  yesterday  at  the  program  the  President 
spoke  at,  and  the  plaudits  for  the  President  are  unprecedented. 
This  was  an  audience  that  by  and  large  happened  to  be  Repub- 
lican, and  has  been  critical  of  some  efforts  in  the  past — but  they 
were  extremely  complimentary  of  this  proposal. 

They  have  their  differences,  and  they  are  concerned  about  var- 
ious aspects  of  it.  But  on  the  basic  question,  they  were  deeply  im- 
pressed that  we  were  moving  aggressively  in  this  area. 

I  must  say,  in  Hartford  the  other  day  I  did  a  similar  thing.  We 
had  a  2-hour  forum  with  40  different  people  representing  taxpayers 
associations,  the  Ross  Perot  group  in  the  State  of  Connecticut,  de- 
fense contractors,  health  care  providers,  the  Sierra  Club,  and  may- 
ors. It  was  about  as  broad  a  constituency  representation  as  I  have 
seen,  and,  again,  there  were  concerns  about  the  energy  tax,  con- 
cerns about  defense  cuts,  concerns  about  health  care.  And  I  am  not 
suggesting  that  they  were  supporting  every  dotted  i  and  crossed  t. 
But  on  the  basic  question  of  whether  or  not  this  is  a  sound  pro- 
gram that  ought  to  be  pursued,  there  was  unanimity,  incredible 
unanimity. 

And  I  thought  what  was  most  interesting  was  the  reaction  to  the 
stimulus  package.  The  budget  cuts  certain  people  and  certain  con- 
stituencies are  going  to  support  because  they  appreciate  the  impor- 
tance of  deficit  reduction.  But  I  think  reaction  to  the  stimulus 
package,  particularly  in  the  areas  involving  children — the  Head 
Start  programs,  the  immunization  programs — along  with  efforts  to 
try  and  deal  with  the  infrastructure  issues  and  so  forth  that  get  be- 
yond your  charter,  demonstrates  an  appreciation  of  how  important 
it  is  that  we  start  the  ball  rolling.  Many  have  made  the  connection 
completely  in  terms  of  their  own  interests,  and  that  is  the  business 
community's  interest,  of  having  an  educated  workforce,  an  intel- 
ligent workforce,  a  healthy  workforce,  and  the  importance  that  chil- 
dren start  out  their  lives  at  least  on  a  level  playing  field  where 
they  are  not  worried  about  illness  or  basic  educational  needs. 

And  so  I  think  you  have  done  a  very,  very  good  job  with  this 
package.  I  understand  that  Senator  Murray  raised  the  issue  of  the 
quality  of  Head  Start  as  we  expand  it,  and  I  just  want  to  second 
her  concerns  in  that  area.  I  was  responsible  a  year  or  so  ago  for 
reauthorizing  the  Head  Start  Program,  and  the  chairman  may  re- 
call this  and  Senator  Grassley  may  recall  it.  We  didn't  have  a  sin- 
gle dissenting  voice  in  the  United  States  Senate  on  the  reauthor- 
ization of  the  Head  Start  Program.  Not  one.  There  was  not  a  single 
Senator  that  voted  against  the  program  or  even  came  to  speak 
critically  in  any  way  of  that  reauthorization  effort. 

So  there  is,  at  least  it  appears,  strong  political  consensus  about 
Head  Start.  I  don't  think  I  am  probably  alone  in  this  in  that  as  we 
have  seen  many  times  in  the  past,  as  programs  can  expand,  quality 
can  suffer.  And  I  think  one  of  the  reasons  that  Head  Start  has  done 
so  well  and  has  been  so  broadly  supported  and  deeply  supported 
has  been  the  quality  of  the  program.  And  as  we  try  and  serve  more 
children,  as  we  should — and  I  know  you  care  about  this  very,  very 
much  and  will  watch  it  very  carefully — we  must  do  what  we  can 
to  maintain  the  quality  of  that  effort. 
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I  would  just  ask  one  question.  I  was  on  the  John  McLaughlin 
program  last  week,  which  is  always  an  interesting  hour,  with  my 
colleague  from  New  Mexico,  Pete  Domenici.  I  accused  him  of  tag- 
team  wrestling  as  we  debated  the  budget  proposal. 

One  question  that  John  McLaughlin  raised  was  the  issue  of  an 
increase  in  the  Food  Stamp  Program,  and  I  know  I  am  getting  a 
bit  beyond  your  charter  here,  again,  but  in  the  budget  proposal  it 
does  call  for  some  increases  for  that  purpose.  The  question  was 
why,  if,  in  fact  we  are  talking  about  an  economic  package  that  is 
going  to  put  more  people  back  to  work,  were  we  talking  about  in- 
creases for  food  stamps. 

I  have  been  told  that  one  of  the  reasons  for  that  was  to  try  and 
offset  some  of  the  burden  of  the  energy  tax  increase  on  lower  in- 
come people.  I  don't  know  if  you  care  to  comment  on  that. 

Secretary  Shalala.  I  think  that  is  correct,  Senator.  It  is  an  at- 
tempt to  target  some  resources  that  will  help  people  at  or  below  the 
poverty  line,  who  are  eligible  for  food  stamps,  to  handle  the  energy 
tax  increases.  This  involves  how  they  spend  their  money  to  see  if 
we  can  relieve  some  of  their  food-buying  burden. 

Senator  Dodd.  You  raised  the  issue  of  child  support,  and  I  can't 
tell  you  how  pleased  I  am  that  that  is  going  to  be  very  high  on  the 
agenda  of  the  Administration.  We  tried,  Mr.  Chairman,  last  year 
to  move  forward  on  that.  In  fact,  the  Democratic  leader,  Senator 
Mitchell,  appointed  a  task  force  on  the  Democratic  side,  and  I  have 
talked  with  Senator  Hatch  and  others  who  have  expressed  an  in- 
terest, to  see  if  we  couldn't  put  together,  at  least  among  three  com- 
mittees that  have  jurisdiction  over  this  issue — Judiciary,  Finance, 
and  Labor — a  single  bill  and  then  have  it  go  through  the  hearing 
process  in  the  various  committees  where  appropriate  jurisdiction 
should  be  exercised. 

Congressman  Hyde  in  the  House,  along  with,  I  think,  Congress- 
man Matsui,  is  putting  together  a  bipartisan  bill  over  there.  We 
would  like  to  do  the  same  thing  over  here.  And  I  presume,  Madam 
Secretary,  a  single  vehicle  for  all  of  this  would  have  some  appeal 
to  you,  and  I  wonder  if  you  might  just  comment  on  that. 

Secretary  Shalala.  Yes,  absolutely,  Senator.  We  would  be  happy 
to  work  with  you.  Mr.  Tarplin  will  work  with  you.  [Laughter.] 

Senator  Dodd.  That  is  terrific.  Thank  you.  I  thought  I  was  get- 
ting rid  of  him.  [Laughter.] 

I  am  delighted  to  see  him  sitting  with  you,  by  the  way. 

Secretary  Shalala.  Senator  Sasser,  Rich  Tarplin,  the  Senator's 
former  top  aid,  is  the  new  Principal  Deputy  Assistant  Secretary  for 
Legislation.  I  am  offering  his  assistance  to  work  on  the  legislation. 

Chairman  Sasser.  Good. 

Senator  Dodd.  It  may  be  a  reoccurring  nightmare  to  him  to  end 
up  back  here  again.  [Laughter.] 

Thank  you,  Madam  Secretary,  very,  very  much. 

Secretary  Shalala.  You  are  welcome,  Senator. 

Chairman  SASSER.  Thank  you,  Senator  Dodd. 

Senator  Grassley  has  arrived,  and  I  am  told  he  wants  to  ask  one 
question. 

Senator  Grassley.  How  about  two? 

Chairman  Sasser.  Two  questions.  Senator  Grassley? 
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Senator  Grassley.  And  also,  let  me  say  that  when  you  come 
along  late,  as  I  do,  after  two  hearings  like  this,  and  if  the  questions 
have  already  been  asked,  you  do  not  have  to  repeat  an  answer. 
Just  tell  me  that  you  have  answered  it,  and  I  will  check  it  in  the 
record. 

Secretary  Shalala.  OK.  Thank  you,  Senator. 

Senator  Grassley.  The  first  point  is  in  regard  to  the  Administra- 
tion's budget  proposal  on  the  27  percent  Part  B  Medicare.  I  assume 
that  that  means  the  premium  is  going  to  cover  27  percent  of  the 
cost  of  Part  B  Medicare.  My  question  is,  then,  as  the  cost  of  medi- 
care goes  up,  and  that  27  percent  is  27  percent  of  a  larger  figure, 
then  that  will  result  in  each  individual  paying  a  higher  premium; 
right?  That  is  the  intent  of  the  President's  program? 

Secretary  Shalala.  It  is  the  intent  of  the  existing  legislation, 
which  is  simply  being  extended.  Congress  has  already  supported 
that  concept. 

Senator  Grassley.  Yes,  OK,  I  agree.  And  in  future  years,  that 
policy  will  continue? 

Secretary  Shalala.  Yes. 

Senator  Grassley.  Now,  on  rural  hospitals,  you  know,  from  Wis- 
consin and  Iowa,  that  we  depend  a  lot  upon  rural  hospitals.  I  note 
that  the  President's  proposal  calls  for  reducing  the  annual  medi- 
care update  for  hospitals  by  1  percent,  but  it  is  not  clear  to  me  that 
this  proposal  entails  for  rural  hospitals  one  or  the  other. 

As  I  understand  it  now,  they  are  scheduled  to  get  their  market 
basket  plus  Wi  percent  for  1994  and  enough  to  match  the  urban 
rate  in  1995.  So  does  the  President's  proposal  call  for  1  percent  less 
than  what  is  proposed  in  current  law,  or  1  percent  under  the  mar- 
ket basket. 

Secretary  Shalala.  Senator,  I  have  to  provide  the  specific  an- 
swer for  the  record,  but  in  principle,  what  we  tried  to  do  was  to 
protect  the  rural  hospitals.  We  treated  them  a  little  better  when 
our  package  was  compiled,  and  I  will  provide  the  detail  for  the 
record. 

Senator  GRASSLEY.  OK. 

[The  following  was  subsequently  submitted  for  the  record  by  Sec- 
retary Shalala:] 

The  proposed  law  would  extend  the  1993  practice  of  prospective  payment  system 
(PPS)  updates  of  less  than  the  hospital  market  basket.  For  calendar  year  1994  the 
proposed  law  would  maintain  the  current  law  differential  of  setting  the  rural  update 
at  1V2  percentage  points  above  the  urban  rate.  This  results  in  an  average  PPS  up- 
date for  all  hospitals  of  market  basket  minus  1  percent.  The  proposed  law  will  ad- 
just the  rural  rate  in  1995  enough  to  match  the  urban  rate. 

Secretary  Shalala.  We  also  have  some  other  initiatives  for  rural 
hospitals  as  part  of  this  initiative.  I  will  be  happy  to  provide  you 
that  information. 

Senator  Grassley.  Now,  perhaps  the  answer  you  just  gave  me 
may  also  be  the  answer  to  the  second  question  I  am  going  to  ask. 
If  it  is  the  same  answer,  just  let  me  say  this  before  you  answer; 
that  I  think  if  the  general  proposition  that  you  are  trying  to  do 
more  for  rural  hospitals  and  urban  hospitals,  if,  for  instance,  it  is 
the  lesser  of  these  two  that  I  just  suggested,  they  still  are  going 
to  feel  a  lot  of  pinch. 
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My  hospital  leaders  tell  me  that  they  now  lose  money  in  treating 
medicare  patients.  The  smaller  rural  hospitals  tell  me  that  their 
very  existence  is  threatened  by  medicare  underpayment,  and  I 
have  quite  a  few  of  these  in  my  State.  We  have  55,  for  instance, 
who  are  eligible  as  medicare  dependent  hospital  status,  and  some 
35  took  advantage  of  that  program. 

Is  there  anything  in  this  list  of  things  you  are  suggesting  on 
medicare  hospital  update  to  protect  these  hospitals,  anything  to 
make  sure  that  those  already  running  close  to  the  margin  do  not 
have  to  go  out  of  business? 

Secretary  Shalala.  Yes,  Senator.  The  Administration  is  includ- 
ing $115  million  in  investments  for  rural  hospitals  over  the  next 
5  years.  Specifically,  we  are  proposing  the  following  initiatives:  Ex- 
tending the  regional  referral  status  through  fiscal  year  1995;  ex- 
tending payments  to  medicare  dependent  small  rural  hospitals;  and 
extending  the  rural  hospital  demonstration  in  Montana. 

We  have  a  package  of  things,  and  we  would  be  happy  to  work 
with  your  staff  and  provide  you  with  more  detail  in  terms  of  its  im- 
pact on  Iowa. 

[The  following  was  subsequently  submitted  for  the  record  by  Sec- 
retary Shalala:] 

Iowa  has  56  hospitals  that  qualify  as  medicare  dependent  hospitals  and  two  re- 
gional referral  centers.  The  President's  investment  package  will  extend  the  special 
payment  status  for  these  hospitals  through  FY  1994  and  FY  1995  respectively. 

Senator  Grassley.  Thank  you,  Mr.  Chairman. 

Thank  you,  Secretary  Shalala. 

Secretary  Shalala.  You  are  welcome. 

Chairman  Sasser.  Well,  thank  you  very  much,  Senator  Grassley. 

Secretary  Shalala,  we  very  much  appreciate  your  appearance  be- 
fore the  committee  this  morning. 

Secretary  Shalala.  Thank  you,  Senator. 

Chairman  Sasser.  And  we  look  forward  to  working  with  you  in 
the  coming  months  and  years  on  some  very,  very  important  en- 
deavors. 

Secretary  Shalala.  Thank  you,  Senator. 

Chairman  Sasser.  The  committee  is  adjourned. 

[Whereupon,  at  12:17  p.m.,  the  committee  adjourned,  subject  to 
the  call  of  the  Chair.] 

WRITTEN  QUESTION  FROM  SENATOR  SARBANES  TO 
SECRETARY  SHALALA  AND  THE  RESPONSE 

Welfare  Reform 

Question.  Secretary  Shalala,  you  and  President  Clinton  have  talked  about  reform- 
ing the  welfare  system  so  that  more  of  America's  poor  families  can  move  from  wel- 
fare to  work.  President  Clinton  has  emphasized  that  to  do  so,  these  families  must 
be  guaranteed  supportive  services  to  move  to  independence. 

The  largest  single  expense  that  poor  families  have  to  meet  is  housing;  HUD  esti- 
mates that  77%  of  unassisted  poor  families  pay  more  than  50%  of  their  income  for 
housing.  Federal  housing  assistance  programs  help  approximately  one  quarter  of 
low-income  families  meet  their  rental  housing  needs.  It  seems  our  basic  income  sup- 
port programs  are  not  doing  a  good  job  of  meeting  this  basic  need.  Many  families 
supported  by  AFDC  also  receive  housing  assistance,  yet  to  my  mind,  there  has  been 
a  lot  of  good  understanding  about  how  these  programs  work  together. 

I  am  aware  that  HUD  has  been  asked  to  sit  on  the  Welfare  Reform  Task  Force. 
What  role  do  you  believe  HUD  and  Federal  housing  programs  should  play  in  welfare 
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reform,  and  do  you  plan  to  assure  that  welfare  reform  will  increase  poor  families' 
ability  to  afford  decent  housing. 

Answer.  The  reforms  to  the  welfare  system  we  envision  include  at  least  four  ele- 
ments. First,  people  who  work  should  not  be  poor.  They  should  not  have  to  worry 
about  the  cost  of  medical  care  and  adequate  housing.  Second,  both  parents  have  a 
responsibility  to  support  their  children.  Our  child  support  enforcement  system  will 
be  improved.  Third,  we  must  provide  services  and  support  to  people  that  will  help 
them  get  off  and  stay  off  welfare.  And  finally,  once  the  first  three  elements  are  in 
place,  we  will  move  to  a  truly  transitional  system  where  healthy,  employable  people 
move  off  quickly,  and  where  those  who  can't  find  jobs  provided  with  them  and  ex- 
pected to  help  support  their  families. 

Since  housing  assistance  is  provided  in  a  different  manner  than  entitlements  such 
as  AFDC,  medicaid,  and  food  stamps,  we  will  need  to  consider  the  relationship  be- 
tween various  welfare  reform  alternatives  and  related  housing  assistance  policies 
and  practices.  HUD,  and  other  domestic  agencies  will  have  important  roles  in  the 
Welfare  Reform  Task  Force  as  we  work  to  coordinate  the  complex  array  of  support- 
ive services  available  throughout  the  government. 


THE  PRESIDENT'S  ECONOMIC  PLAN 


WEDNESDAY,  MARCH  3,  1993 

U.S.  Senate, 
Committee  on  the  Budget, 

Washington,  DC. 
The  committee  met,  pursuant  to  notice,  at  10:10  a.m.,  in  room 
SD-608,  Dirksen  Senate  Office  Building,  Hon.  Jim  Sasser  (chair- 
man of  the  committee)  presiding. 

Present:  Senators  Sasser,  Hollings,  Exon,  Lautenberg,  Simon, 
Sarbanes,  Murray,  Domenici,  Grassley,  Bond,  Lott,  Gorton  and 
Gregg. 

Staff  present:  Larry  Stein,  staff  director;  John  J.  Callahan,  dep- 
uty staff  director;  and  Kip  Banks,  senior  analyst  for  transportation. 
For  the  minority:  G.  William  Hoagland,  staff  director;  and  Lynne 
Daghlian,  senior  analyst  for  income  security  and  transportation, 
state  and  local. 

OPENING  STATEMENT  OF  CHAIRMAN  SASSER 

Chairman  Sasser.  The  committee  will  come  to  order. 

This  morning,  the  Budget  Committee  is  pleased  to  welcome  Hon. 
Federico  Peria,  Secretary  of  Transportation.  With  all  of  the  discus- 
sion about  gridlock,  Mr.  Secretary,  it  is  refreshing  to  have  before 
us  today  a  Secretary  of  Transportation  who  is  getting  our  transpor- 
tation system  at  least  moving  in  a  positive  direction. 

Anyone  who  travels  over  our  interstates  and  our  highways  or  our 
bridges  or  drives  between  my  home  here  in  Washington,  D.C.,  and 
the  Capitol  can  tell  you  that  repairs  and  improvements  to  our  de- 
caying infrastructure  really  need  to  be  one  of  the  first  orders  of  the 
day. 

A  visit  to  the  Nation's  airports  is  another  painful  lesson  in  ne- 
glect. The  FAA's  capital  improvement  plan  to  modernize  the  Na- 
tion's antiquated  air  traffic  control  system  is  years  behind  sched- 
ule. Of  the  more  than  200  projects  in  FAA's  modernization  effort, 
only  36  are  completed,  accounting  for  just  3  percent  of  the  $32  bil- 
lion total  price  tag. 

Now,  when  you  compare  the  United  States  to  the  other  highly 
developed  industrialized  countries,  the  other  G-7  nations,  for  ex- 
ample, the  United  States  comes  out  last  in  the  percentage  of  gross 
domestic  product  that  is  devoted  to  new  public  and  private  infra- 
structure improvements.  According  to  respected  studies,  Germany 
invested  3.7  percent  of  its  gross  domestic  product  in  infrastructure. 
The  United  States  invested  only  0.3  percent. 

The  United  States  has  paid  a  dear  price  for  its  disregard  of  infra- 
structure investment.  Some  economists  contend  that  U.S.  produc- 
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tivity  and  growth  would  have  been  much  higher  if  it  had  not  been 
for  infrastructure  disinvestment  which  occurred  beginning  in  the 
late  1970's  and  continued  throughout  the  1980's. 

The  Department  of  Transportation  has  quite  a  mission  ahead  of 
it,  Mr.  Secretary,  but,  fortunately,  the  Clinton  economic  plan  goes 
right  to  the  heart  of  the  problem.  However,  I  want  to  clear  up  one 
misconception  here  this  morning  about  the  administration's  rebuild 
America  plan.  It  has  been  characterized  in  some  quarters  as  a  mas- 
sive new  spending  spree,  and  that  is  simply  an  inaccurate  charac- 
terization. 

President  Clinton  is  really  making  good  on  the  promise  made  to 
the  American  people  when  Congress  overwhelmingly  passed  and 
President  Bush  signed  the  Highway  Act  of  1991,  known  as  ISTEA. 
And  I  would  point  out  that  nearly  all  of  the  members  of  this  com- 
mittee at  the  time,  on  both  sides  of  the  aisle,  voted  for  that  legisla- 
tion. I  think  those  who  did  not  vote  for  it  would  say  they  did  not 
vote  for  it,  because  the  formula  was  not  as  favorable  as  they  would 
have  wished  for  their  States,  not  because  they  did  not  think  this 
was  a  significant  and  worthy  piece  of  legislation. 

Now,  currently  there  are  billions  of  dollars  in  contract  authority 
sitting  in  the  Highway  Trust  Fund.  All  that  President  Clinton  re- 
quests is  that  Congress  revise  current  obligation  limits  and  start 
spending  the  money  in  the  Highway  Trust  Fund.  The  President's 
economic  plan  calls  for  full  funding  of  the  highway  program.  It  in- 
creases spending  for  highways  and  mass  transit  by  some  $14  bil- 
lion in  the  next  5  years.  At  a  minimum,  these  programs  will  create 
300,000  jobs  in  the  hard-hit  construction  industry. 

I  was  interested  to  note  that  the  Secretary  of  Labor  was  indicat- 
ing yesterday  that  this  recovery  from  recession  is  markedly  dif- 
ferent from  any  we  have  seen  since  World  War  II.  The  statistics 
continue  to  look  somewhat  better,  but  there  is  simply  no  job  cre- 
ation going  on  in  this  recovery,  and  the  unemployment  levels  are 
now  at  the  same  level  they  were  at  the  trough  or  bottom  of  the  re- 
cession. 

Now,  other  modes  of  transportation  should  also  flourish.  The 
plan  offered  by  the  Clinton  administration  increases  funding  for 
airport  development  and  air  traffic  control  modernization  by  $230 
million  for  airport  development,  and  $920  million  for  air  traffic  con- 
trol modernization. 

Well,  we  cannot  touch  on  every  aspect  of  the  administration's 
plan.  Mr.  Secretary,  let  me  conclude  by  saying  that  I  believe  you 
and  the  new  administration  have  started  down  the  right  road  in  re- 
building this  Nation's  transportation  system.  If  we  are  going  to  re- 
suscitate this  economy  and  if  we  are  going  to  continue  to  be  a 
world  class  economy,  we  must  have  a  world  class  transportation 
system,  and  that  means  we  must  invest  in  it. 

So  I  look  forward  to  working  with  you  and  hearing  your  testi- 
mony this  morning. 

We  have  been  joined  by  the  distinguished  ranking  member,  Sen- 
ator Domenici.  Before  turning  to  him,  I  might  say  to  my  colleagues 
that  I  am  advised  there  is  a  vote  this  morning  at  10:30,  and  I  will 
do  my  best  to  try  to  keep  the  committee  going  as  the  vote  is  going, 
so  that  Senators  can  ask  questions  perhaps  even  during  the  vote 
itself. 
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Senator  Domenici? 

Senator  Domenici.  Mr.  Chairman,  with  your  permission,  I  am 
going  to  ask  Senator  Grassley  if  he  would  have  opening  remarks 
in  my  stead. 

Chairman  Sasser.  That  is  fine. 

Senator  Grassley? 

OPENING  STATEMENT  OF  SENATOR  GRASSLEY 

Senator  Grassley.  Thank  you,  Senator  Domenici.  Thank  you, 
Mr.  Chairman. 

Welcome,  Secretary  Pena.  I  appreciate  very  much  your  coming  to 
discuss  with  us.  As  Republicans,  you  know,  we  are  for  the  first 
time  in  a  position  of  loyal  opposition,  and  I  hope  that  you  will  un- 
derstand that  any  criticism  we  have  is  meant  in  the  way  of  public 
education  and  trying  to  have  dialogue  with  you  and  the  new  Presi- 
dent, and  we  appreciate  very  much  his  coming  to  the  Hill  to  meet 
with  the  Republican  caucus  yesterday.  I  think  that  was  very  pro- 
ductive. 

We  would  not  question  good  motivation  on  the  part  of  anybody 
in  the  new  administration,  and  in  the  way  of  bringing  up  some  is- 
sues, I  think  that  we  on  this  committee  ought  to  have  learned  from 
past  experience,  but  I  am  not  sure  we  have,  and  I  would  like  to 
hope  that,  through  dialogue,  we  would  make  sure  that  President 
Clinton  did  not  make  the  same  mistakes  that  President  Reagan 
and  President  Bush  made. 

I  think  I  have  established  a  reputation  on  this  committee  of  rais- 
ing questions  about  Republican  expenditures,  particularly  in  de- 
fense. There  is  a  deemphasis  of  defense  now.  I  expect  to  raise  a  lot 
of  issues  in  other  areas  of  government  that  would  cause  people  to 
understand  that  when  government  money  is  being  wasted,  whether 
it  is  being  wasted  in  defense  or  any  other  area  of  government,  it 
should  not  be  wasted. 

People  have  been  told  that  we  need  change  and  they  have  been 
promised  change.  They  have  been  told  that  government  is  too  darn 
big  and  that  we  need  to  reinvent  government.  I  have  a  chart  here — 
you  know,  I  think  Perot  has  made  a  lasting  contribution  to  govern- 
ment. Except  for  Senator  Riegle,  I  don't  think  anybody  on  this  com- 
mittee ever  uses  charts,  but  it  is  kind  of  nice  to  have  them.  I  am 
not  sure  I  know  how  to  use  them  yet,  but  we  will  learn  as  we 
watch  Perot. 

Anyway,  I  think  it  kind  of  shows  here  pretty  much  business  as 
usual,  regardless  of  good  intentions.  And  I  do  not  question  the  good 
intentions  of  these  figures  and  I  know  if  nothing  is  done,  you  know, 
it  would  be  higher.  These  administrations  also  had  good  intentions, 
telling  this  committee,  people  like  you,  your  predecessors,  coming 
here  and  saying  what  is  being  done  to  get  the  deficit  down. 

But  it  is  this  simple,  that  even  after  4  years  it  is  proposed  that 
we  would  still  be  adding  $1  trillion  to  the  debt  that  we  have  right 
now.  So  you  see,  following  along  the  three  previous  terms,  it  is  still 
pretty  much  business  as  usual. 

I  have  another  chart  here  that  I  would  like  to  point  out.  Again, 
this  shows  proposed  versus  actual,  and  the  proposals,  what  was 
suggested  by  Reagan  would  be  the  deficit  after  4  years,  what  was 
suggested  by  Reagan  in  his  second  term  would  be  the  deficit,  and 
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the  good  intentions  of  the  Bush  administration,  only  $187  billion 
of  collective  debt.  Then  look  what  we  end  up  with,  $733  billion  in 
the  Reagan  administration,  the  second  Reagan  administration  $679 
billion,  and  then  in  the  Bush  administration,  $1.1  trillion,  and  here 
is  what  is  projected.  These  are  the  good  intentions  of  this  adminis- 
tration. I  don't  question  those  good  intentions,  but  you  still  end  up 
after  4  years  with  almost  $1  trillion  added  to  the  National  debt. 

The  sad  part  of  it  is  those  are  the  projections,  those  are  the  good 
intentions.  And  you  can  see  in  the  case  of  the  other  three  terms 
of  office  that  their  good  intentions  always  came  out  worse.  And 
starting  with  the  best  of  intentions,  you  can  almost  predict  that  we 
can  end  up  in  a  worse  situation  than  where  you  hope  to  end  up. 

Now,  I  don't  expect  maybe  you  to  have  that  track  record,  even 
President  Clinton  to  have  that  track  record.  But  I  think  that  there 
is  enough  of  us  on  this  committee  that  know  that  we  have  gone 
through  that,  and  it  seems  to  me  this  committee  has  a  responsibil- 
ity to  make  sure  that  we  don't  continue  to  rely  upon  the  good  in- 
tentions of  past  Presidents  that  never  materialized,  and  we  need 
to  be  doing  more  in  the  rest  of  government  of  what  we  have  done 
in  defense  and  apply  the  same  scrutiny  and  the  same  discipline  to 
the  rest  of  government  that  we  have  applied  to  defense. 

So  I  just  present  the  chart  as  a  summary  of  12  years  of  good  in- 
tentions that  did  not  materialize,  and  I  think  we  are  headed  down 
the  same  road  as  we  have,  a  massive  increase  in  expenditures  this 
time.  Call  it  investment  or  expenditures  or  whatever  you  want  to 
call  it. 

Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you,  Senator  Grassley. 

Senator  Hollings? 

OPENING  STATEMENT  OF  SENATOR  HOLLINGS 

Senator  HOLLINGS.  Mr.  Secretary,  the  comments  made  by  our 
distinguished  colleague  from  Iowa  could  very,  very  well  have  been 
your  comments.  Your  feel  would  be  exactly  the  same  as  the  Senator 
from  Iowa,  with  one  add-on,  and  you  could  just  say  quit  spending 
my  money  for  your  deficit.  You  have  not  contributed  to  the  deficit, 
period.  They  have  been  raiding  you  every  year. 

Every  year,  I  can  tell  you  right  now,  we  get  to  the  Federal  Avia- 
tion Administration,  all  the  taxes,  the  passenger  facility  charges, 
add-ons  and  everything  else,  the  air-traveling  public  of  America 
says,  wait  a  minute,  I'm  paying  more  and  more,  I'm  getting  less 
and  less  and  the  runways  are  beat  up  and  we  don't  have  the  mod- 
ern kind  of  radar  that  we  were  promised,  and  we  are  not  getting 
this  and  we're  not  getting  that.  Why?  Because  they  have  been  re- 
serving some  $7  to  $8  billion  back  in  that  Airport  and  Airways 
Trust  Fund  to  allocate  on  the  books  over  at  OMB  against  the  defi- 
cit. 

I  have  admonished  every  Federal  Aviation  Administrator,  as  the 
chairman  of  the  authorization  committee,  I  said  I  don't  want  any 
pork  barrel,  we  are  way  behind,  you  just  give  me  $2  billion — and 
we  are  collecting  more  than  that  now  annually — I  said  you  give  me 
your  $2  billion  annual  expenditure  and  I  will  get  it  through  this 
committee  and  we  will  start  rebuilding  the  infrastructure. 
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So  you  and  the  so-called  stimulus  on  investment  package,  that 
is  your  moneys  that  they  have  been  allocating  to  the  deficit  and  it 
is  not  a  new  spending  spree,  it  is  a  different  spending  spree  where 
it  was  intended  in  the  first  place,  namely  for  the  air-traveling  pub- 
lic. 

Specifically  on  highways,  we  went  up  another  nickel  in  1990-91, 
on  the  gas  tax.  The  most  recent  figures,  they  used  to  spend  over 
half  of  it  on  the  deficit.  The  most  recent  figures,  of  the  $19  billion, 
they  spent  $12  billion  on  the  highways  and  $7  billion  they  put  to 
the  deficit  and  the  debt. 

So  tell  them  to  quit  spending  your  money,  don't  let  them  look  at 
you  and  talk  about  deficits,  because  you  have  been  running  an  indi- 
vidual deficit  as  a  department  over  there.  They  have  been  raiding 
your  money,  turning  trust  funds  for  highways  and  airports  and  oth- 
erwise into  slush  funds  for  their  fiscal  profligacy,  and  let's  remem- 
ber that  and  remember  it  is  investment. 

They  talk  about  a  stimulus  package.  I  think  it  is  the  wrong  char- 
acterization. It  is  an  investment  package.  You  can't  stimulate  $6 
trillion  with  $20  or  $30  billion.  That  is  just  tickling  the  economy 
and  that  was  made  up  by  people  inexperienced  over  there  at  the 
White  House.  It  is  an  investment  package  very  necessary  to  invest 
the  trust  funds  for  the  trust  purposes  as  has  been  indicated.  The 
public  has  been  paying  over  the  years  more  and  more  and  getting 
less  and  less,  and  then  blaming  you. 

I  just  wanted  to  bring  out  that  truth  to  you.  We  are  going  to 
have  a  vote.  I  thank  the  distinguished  chairman  for  yielding  on 
that  particular  point.  I  am  going  to  try  to  get  back.  But  you  are 
not  causing  the  deficit  and  I  commend  you  for  your  program  and 
the  parts  in  there  particularly  with  maglev.  We  have  been  trying 
to  get  it,  and  as  a  result  of  the  Department  of  Transportation  not 
doing  it,  the  Congress  kept  saying  let's  go,  let's  go. 

Do  you  know  where  they've  got  it?  Over  in  the  Corps  of  Engi- 
neers, where  they  have  got  money.  Isn't  that  something?  Instead 
of  in  Transportation,  they  have  got  to  go  over  to  the  Corps  of  Engi- 
neers and  tell  them,  well,  the  Department  of  Transportation 
doesn't  want  to  get  into  transportation,  that  is  what  we  will  do, 
abolish  AMTRAK  Fortunately,  you  are  going  to  start  building  it 
up,  so  it  quits  wrecking,  and  the  roadbeds  get  repaired  and  we  can 
get  into  transportation  like  every  industrialized  country. 

So  I  commend  you  for  your  leadership  and  your  efforts.  I  know 
you  are  hungry  and  I  know  you  are  a  hard  worker  and  I  think  we 
are  lucky  to  have  you.  Don't  let  them  talk  deficit  talk  to  you.  You 
have  got  to  talk  deficit  talk  to  them,  saying  quit  bothering  my  trust 
funds. 

Chairman  Sasser.  Thank  you,  Senator  Hollings. 

Senator  Domenici? 

OPENING  STATEMENT  OF  SENATOR  DOMENICI 

Senator  Domenici.  Mr.  Chairman,  I  am  just  going  to  take  a  cou- 
ple minutes. 

First,  I  have  gotten  to  know  the  Secretary,  because  his  wife  is 
a  very  close  friend  of  my  family's,  and  she  and  other  children  of  the 
Hart  family  grew  up  together  and  he  is  married  to  one  of  the  Hart 
young  girls  that  grew  up  with  my  children. 
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Mr.  Secretary,  I  hear  that  it  has  been  very  difficult,  with  two 
young  babies,  for  you  to  make  this  adjustment.  I  personally  hope 
everything  works  out  quickly.  And  to  top  it  off,  you  had  one  of 
them  get  sick,  and  I  know  what  a  tough  job  that  is.  You  don't  have 
very  much  help  yet,  either,  from  the  standpoint  of  appointments, 
so  I  commend  you  for  the  dedicated  effort.  Whether  I  agree  in  prin- 
ciple or  philosophically  or  not,  I  very  much  look  forward  to  working 
with  you. 

I  don't  know  what  Senator  Hollings  means,  when  he  says  "they 
are  doing  this  or  that,"  I  am  not  sure  what  that  means,  but  if  the 
Senator  is  suggesting  that,  over  time,  Congress  and  Presidents 
have  not  expended  the  entire  amount  of  trust  funds  for  either  avia- 
tion or  highways,  I  hope  that  he  isn't  pointing  to  somebody  else. 

I  mean  the  appropriators  of  the  U.S.  Senate  have  generally  done 
that.  I  am  not  so  sure  that  we  ought  to  get  into  an  argument  as 
to  who  they  are,  but  essentially  he  is  arguing  that  we  should  spend 
every  bit  of  the  trust  fund  allowed  each  year,  and  in  that  context 
he  is  commending  you  for  trying  to  get  that  done. 

I  just  want  to  be  very  specific,  so  everybody  will  know.  In  this 
stimulus  package  of  almost  $18  billion  in  new  expenditures,  new 
spending,  there  is  $3  billion  for  roads,  as  I  understand  it,  out  of 
the  entire  package,  for  highways  and  roads.  You  know,  most  people 
are  saying  we  need  a  stimulus,  including  our  chairman,  who  works 
very  hard  at  this  issue. 

Nonetheless,  let  me  say,  of  the  $3  billion  for  starters,  about  $500 
million  will  be  spent  in  the  year  of  the  stimulus  and  the  rest  will 
be  spread  out  over  time.  I  am  not  sure  that  it  isn't  exactly  the  kind 
of  public  works  stimulus  that  has  never  worked  before.  It  never  got 
spent  at  the  time  that  you  wanted  it  spent  and  came  on  later,  and 
then  the  cost  per  job  was  very,  very  high,  compared  to  other  jobs 
in  the  private  and  public  sector. 

I  only  raise  that  point  so  that  we  do  not  talk  in  generalities,  but 
very  specifically,  $3.8  billion  of  that  will  be  spent  in  the  first  year, 
from  what  we  understand,  and  that  is  a  normal  18-percent 
spendout  ratio,  which  is  applied  to  most  of  these  programs.  Unless 
you  have  something  brand  new  in  mind,  and  I  don't  know  how  you 
would  do  that,  but  that  is  about  where  we  are  going  to  be. 

Nonetheless,  we  on  this  side  look  forward  to  further  discussions 
on  the  subject  and  perhaps  you  and  others  can  convince  us  that 
this  $16  to  $18  billion  that  is  new  spending  really  has  a  chance  of 
putting  all  the  people  to  work  that  our  distinguished  chairman  is 
talking  about.  I  personally  do  not  think  it  is  going  to  put  very 
many  to  work,  and  I  certainly  do  not  think  it  is  going  to  help  Amer- 
ican industry  which  are  laying  off  people  for  other  completely  dif- 
ferent reasons. 

I  mean  how  will  $16  to  $18  billion  in  expenditures  offset  against 
the  two  things  that  are  causing  employers  not  to  employ  new  peo- 
ple? One  is  higher  productivity  in  the  service  sector.  They  need  less 
manpower  to  do  the  job.  I  don't  know  how  this  spending  will  help 
with  that. 

Second,  a  huge  amount  of  overtime  is  being  used,  because  it  is 
too  expensive  to  hire  new  people.  That  would  be  addressed  more  by 
health  care  control,  health  care  cost  control,  than  it  would  spending 


299 

more  money.  Because  one  of  the  reasons  they  won't  hire  people  is 
health  care  is  so  expensive,  they  don't  want  to  put  on  any  people. 

Employers  are  hiring  part-time  fill-in  people  all  over  the  place  in 
the  United  States,  because  they  aren't  on  the  payroll,  either.  Thus, 
all  the  payroll  costs  are  not  borne,  and  I  do  not  know  how  spending 
more  money  will  help  with  that,  either. 

So  I  look  forward  to  working  with  you  and  thank  you  for  all  you 
are  doing. 

Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Senator  Exon? 

OPENING  STATEMENT  OF  SENATOR  EXON 

Senator  Exon.  Mr.  Chairman,  thank  you  very  much. 

I  have  been  listening  to  the  discussion  here  this  morning  and  it 
is  very  interesting.  You  will  find  that  we  will  be  making  sugges- 
tions to  you  from  time  to  time,  Mr.  Secretary,  on  a  whole  series  of 
areas,  and  I  just  want  to  say  that  I  have  been  impressed  with  your 
initiative  and  your  seizing  the  situation.  Certainly,  I  will  reserve 
judgment  on  some  of  the  pros  and  cons  that  have  been  stated  on 
the  investment  package,  but  I  believe  that  you  have  the  grasp  of 
the  situation. 

I  have  been  particularly  pleased  with  your  frontal  attack  on  the 
airline  problem.  The  commission  that  we  still  hope  to  get  out  of  the 
Congress  this  week,  or  next  week,  if  not,  to  get  on  with  the  busi- 
ness of  one  of  our  most  ailing  industries  at  the  time,  certainly  that 
of  the  airline  industry. 

I  will  reserve  my  comments  on  the  whole  budget  situation  until 
a  later  time,  but  I  am  glad  you  are  here  this  morning  and  I  have 
a  great  deal  of  confidence  in  your  ability  to  move  forward  on  a 
whole  series  of  areas  and  problems,  including  the  deficit,  that  trou- 
ble all  of  us  sitting  on  this  side  of  the  table. 

Thank  you. 

Chairman  Sasser.  Thank  you,  Senator  Exon. 

Senator  Bond  was  next  in  order  of  arrival,  but  I  think  he  has  de- 
parted, so  Senator  Gregg. 

Senator  Gregg.  Thank  you,  Mr.  Chairman. 

I  look  forward  to  hearing  from  the  Secretary,  and  I  will  yield  the 
balance  of  my  time. 

Chairman  SASSER.  Thank  you  very  much.  We  appreciate  that. 

Senator  Boxer,  do  you  wish  to  make  a  comment  this  morning? 

OPENING  STATEMENT  OF  SENATOR  BOXER 

Senator  Boxer.  I  would.  I  will  keep  it  brief. 

I  would  say,  Mr.  Secretary,  that  the  investments  that  are  rep- 
resented— and  I  agree  with  Senator  Hollings,  these  are  invest- 
ments that  have  been  neglected — they  need  to  be  made,  because  if 
you  cannot  move  people  and  products,  you  cannot  compete  in  the 
global  economy.  And  we  do  have  these  trust  funds  that  are  set 
aside  for  this  purpose,  so  I  absolutely  support,  and  have  ever  since 
I  have  been  in  local  government  a  million  years  ago,  the  area  that 
you  so  ably  represent. 

I  just  want  to  quickly  state,  in  response  to  the  Senator  from 
Iowa,  who  I  have  great  respect  for  and  we  have  worked  very  hard 
together  to  get  out  some  of  the  waste  and  fraud  in  the  defense 
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area,  that  I  think  this  President  understands  he  has  got  to  look 
across  the  board  for  waste  and  fraud  and  abuse. 

When  he  talks  about  eliminating  100,000  jobs  from  the  Federal 
Government,  he  is  not  just  talking  about  the  military.  He  is  talking 
about  across  the  board.  And  I  feel  when  you  say  we  are  headed 
down  the  same  path  as  the  last  two  administrations  vis-a-vis  defi- 
cit reduction,  I  have  to  say,  first  of  all,  this  President  has  been  in 
office  for  5  weeks  now  and  I  think  to  say  that  the  die  is  cast  and 
we  are  headed  down  that  path  is  not  fair. 

Secondly,  this  is  the  first  President  that  really  targeted  specific 
cuts  in  this  fashion,  in  my  opinion.  He  also  said  certain  things  in 
his  campaign,  I  would  say  to  the  Senator,  that  he  is  carrying  out: 
First,  that  he  would  transfer  investments  from  the  military  to  the 
civilian  side.  He  told  the  American  people  that.  Yes,  he  did,  and  he 
got  elected.  He  told  them  he  would  raise  taxes  on  the  wealthy,  he 
did,  and  he  took  heat  for  it  and  he  got  elected. 

He  said  he  was  going  to  reduce  this  deficit,  cut  it  in  half  in  4 
years.  That  is  his  plan.  He  said  he  would  make  some  tough  choices 
and  tough  cuts.  He  has  asked  all  sides  to  come  forward  with  more. 
So  I  hope  we  would  give  him  a  chance,  and  I  look  forward  to  hear- 
ing from  the  Secretary. 

Chairman  Sasser.  Thank  you  very  much,  Senator  Boxer. 

Senator  Gorton? 

OPENING  STATEMENT  OF  SENATOR  GORTON 

Senator  Gorton.  Mr.  Chairman,  thank  you.  Because  I  am  not 
certain  I  will  be  able  to  be  back,  I  would  just  like  to  bring  the  at- 
tention of  the  Secretary  to  two  points. 

When  I  spoke  to  the  Secretary  in  his  confirmation  hearing,  I 
asked  him  about  the  rulemaking  for  the  Sanitary  Food  Transpor- 
tation Act,  and  evidently  he  has  taken  that  to  heart,  because  ap- 
parently that  rulemaking  is  about  ready  to  be  published,  and  I  just 
would  urge  him  to  do  so  as  rapidly  as  he  can. 

Secondly,  it  is  very  likely  before  the  Congress  quits  this  week 
that  we  will  have  created  the  blue  ribbon  commission  to  study  the 
airline  and  aerospace  industry.  Appointments  to  that  commission 
are  fractured  among  Republicans  and  Democrats,  House  and  Sen- 
ate and  the  executive  body. 

To  the  best  of  our  ability  to  judge  this  matter  at  this  point,  there 
does  not  seem  to  have  been  any  coordination,  as  we  are  looking  to- 
ward members,  to  try  to  see  to  it  that  all  of  the  interested  groups, 
all  of  the  groups  that  can  contribute  to  that  process  are  rep- 
resented on  the  commission,  and  I  would  just  like  to  urge  the  Sec- 
retary, in  his  appointments,  to  know  who  else  is  being  appointed, 
so  that  we  can  do  just  that. 

Also,  Mr.  Chairman,  if  you  do  not  mind,  I  cannot  resist  coming 
somewhat  to  the  defense  of  my  friend  from  Iowa  with  respect  to  the 
Senator  from  California's  statement.  By  our  totals  here,  84  percent 
of  the  nondefense  savings  over  5  years  proposed  in  this  budget  are 
either  extensions  of  savings  in  the  1990  budget  agreement  or  items 
proposed  by  President  Reagan  or  President  Bush  which  were  stated 
to  be  dead  on  arrival  in  this  body. 

Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you,  Senator  Gorton. 
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Senator  Lautenberg? 

OPENING  STATEMENT  OF  SENATOR  LAUTENBERG 

Senator  Lautenberg.  Thank  you,  Mr.  Chairman. 

Welcome,  Mr.  Secretary,  again  for  discussions  that  we  have  had 
not  dissimilar  to  the  one  that  we  had  in  the  Transportation  Com- 
mittee that  focused,  of  course,  on  the  stimulus  package,  the  invest- 
ment package,  call  it  what  you  will. 

The  fact  is  that  this  has  a  unique  outcome,  if  things  go  as 
planned,  that  is  to  get  people  back  to  work  fairly  quickly,  largely 
off-the-shelf  programs,  because  they  have  to  be  approved  within  60 
days  and  that  funds  have  to  be  taken  down  by  September  30,  as 
I  read  it.  So  we  cannot  be  looking  at  programs  that  are  new,  that 
are  going  to  be  looking  for  environmental  statements,  et  cetera, 
right  away,  acquisition  and  that  kind  of  thing. 

Hopefully,  we  will  get  people  back  to  work  very  quickly.  There 
is  a  residual,  a  reserve  people  with  the  skills  who  want  to  go  to 
work,  there  is  an  abundance  of  programs  for  which  they  can  be  em- 
ployed. 

One  of  the  things  that  seems  to  be  coming  up  now  is  a  change 
perhaps  in  the  formula.  Mr.  Secretary,  I  do  not  have  to  tell  you 
that  there  may  be  a  detractor  or  two  around  here  in  terms  of  the 
President's  package.  I  do  not  want  to  surprise  anybody,  but  I  am 
getting  those  vibes.  I  do  not  think  it  is  helpful,  and  I  would  ask 
you  your  view,  if  it  is  time  to  try  and  change  the  formulas  under 
which  these  funds  are  going  to  be  distributed. 

It  is  the  administration's  plan,  your  plan,  I  assume,  Mr.  Sec- 
retary, that  we  will  use  the  formulas  that  are  presently  embodied 
in  ISTEA,  is  that  correct?  Do  you  think  that  the  change  in  formula 
might  create  an  obstacle  or  a  delay  in  some  way? 

Secretary  Pena.  Yes,  Chairman — excuse  me,  Senator. 

Chairman  Sasser.  What  did  he  say?  What  was  that? 

Secretary  Pena.  I  said  Mr.  Chairman,  and  I  had  forgotten  the 
difference  in 

Senator  Lautenberg.  I  heard  it.  [Laughter.] 

Chairman  Sasser.  Well,  he  is  a  chairman,  Mr.  Secretary. 

Senator  Lautenberg.  When  it  comes  to  transportation.  We  take 
compliments  and  keep  them. 

So  it  is  fair  to  say,  Mr.  Secretary,  that  if  we  get  into  the  alter- 
native formula  debate,  it  is  not  likely  that  that  is  going  to  move 
the  President's  economic  package  or  the  stimulus  package  along. 

Secretary  Pena.  That  is  correct. 

Senator  Lautenberg.  So  we  might  be  looking  at  a  derailing  of 
the  program,  if  we  start  to  change  the  fundamentals. 

Over  the  next  5  years,  as  part  of  the  package,  the  President,  I 
understand,  proposes  to  save  $1.75  billion  by  eliminating  low-prior- 
ity programs.  What  constitutes  the  low-priority  projects? 

Secretary  Pena.  Senator,  our  definition  of  a  low  priority  project 
are  the  demonstration  projects  that  have  been  particularly  added 
in  the  appropriations  process.  I  would  be  happy  to  elaborate  on 
that  later  on. 

Senator  Hollings.  I  guess  you  are  familiar  with  that. 

Senator  LAUTENBERG.  I  am  the  chairman,  yes.  [Laughter.] 
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Chairman  Sasser.  Are  you  sorry  you  asked  that  question,  Mr. 
Chairman?  [Laughter.] 

Senator  Lautenberg.  I  have  a  lot  of  two-way  communications 
from  this  committee  and  Members  of  the  Senate  in  terms  of  plead- 
ings for  their  very  efficient,  effective  demonstration  programs,  but 
I  think  it  is  important  that  everyone  know  that  demonstration  pro- 
grams are  going  to  be  treated  very  much  like  the  regular  highway 
program. 

In  terms  of  high-speed  rail,  the  President  calls  for  $1.3  billion  in 
funding  for  high-speed  rail  by  1998.  Can  this  expanded  program  be 
undertaken  within  existing  authority,  or  does  the  administration 
plan  to  submit  new  authorizing  legislation? 

Secretary  Pena.  We  will  probably  need  additional  legislation, 
Senator. 

Senator  Lautenberg.  So  that  will  be  presented  very  shortly,  in 
order  to 

Secretary  Pena.  That  will  be  submitted  with  the  budget. 

Senator  Lautenberg.  With  the  budget.  The  funds  for  high-speed 
rail — and  I  will  finish,  Mr.  Chairman,  with  this — are  to  be  distrib- 
uted through  AMTRAK? 

Secretary  Pena.  No,  that  is  a  different  program.  In  the  short- 
term  investment  proposal,  we  are  adding,  as  you  know,  more 
money  for  AMTRAK,  but  the  high-speed  rauVmaglev  funding  will  be 
different  and  outside  of  the  context  of  AMTRAK 

Chairman  Sasser.  Thank  you,  Senator  Lautenberg. 

Let's  try  to  wind  up  our  statements  here  before  the  vote. 

Senator  Lott? 

OPENING  STATEMENT  OF  SENATOR  LOTT 

Senator  Lott.  Thank  you,  Mr.  Chairman.  I  know  we  have  a  vote 
and  I  will  be  brief. 

Thank  you,  Secretary  Pena,  for  being  here.  I  look  forward  to 
working  with  you  in  your  role  as  Secretary  of  Transportation,  both 
from  this  committee's  standpoint,  but  also  as  a  member  of  Com- 
merce, Science  and  Transportation.  I  enjoyed  meeting  with  you 
when  we  were  working  through  your  confirmation,  and  I  feel  like 
you  are  going  to  do  a  real  good  job. 

In  fact,  your  area  of  the  so-called  stimulus  package  is  the  only 
area  that  I  really  have  any  attraction  to.  I  think  it  is  the  only  area 
that  may  actually  do  some  good  and  may  actually  help  to  create 
some  jobs.  But  our  experience  in  the  past  with  that  happening 
quickly  has  not  been  very  good.  I  see  a  quote  here  from  the  New 
York  Times  that  indicated  that  the  1991  highway  bill,  after  13 
months,  really  has  not  stimulated  the  economy  or  created  many 
new  jobs  and  they  say  that  it  will  take  another  year  or  two. 

You  know,  assuming  for  the  moment,  for  the  sake  of  discussion, 
that  it  actually  does  happen,  I  hope  that  you  will  do  everything  you 
can  to  expedite  this  program  and  try  not  to  have  it  hit  a  year  from 
now  when  it  may  even  be  counterproductive. 

I  hope  that  you  will  also  look  very  seriously  in  every  way  that 
you  can,  as  Secretary  of  Transportation,  for  places  that  you  can 
make  savings.  You  are  going  to  get  resistance  from  most  of  us  on 
demonstration  projects,  but  there  are  a  lot  of  other  places  where  I 
think  you  can  make  some  savings  in  transportation. 
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I  have  been  particularly  interested  in  the  suggestion  that  there 
could  be  some  savings  made  in  the  subsidy  that  goes  to  AMTRAK 
for  basically  unused  AMTRAK  lines.  I  don't  quite  know  what  that 
means,  but  it  is  out  there  as  a  possible  budget  reduction  item  that 
would  produce  a  few  hundred  million  dollars  to  reduce  the  subsidy 
for  unused  AMTRAK  lines. 

I  also  want  to  just  mention,  in  passing,  my  appreciation  for  your 
efforts  already  under  way  in  maritime  reform.  I  know  you  have  al- 
ready had  some  meetings  with  all  of  the  parties  involved.  That  is 
good.  You  are  going  to  find  that  it  is  a  tough  job.  You  are  also  going 
to  find  that  whatever  you  do  is  going  to  have  a  budget  impact  and 
OMB  is  going  to  resist  any  cost  factors.  Every  OMB  does,  Repub- 
lican or  Democrat.  So  I  would  want  to  make  you  aware  of  that. 
Also,  I  think  you  need  to  be  honest  and  up-front  in  assessing  what 
costs  might  be  involved  and  how  you  are  going  to  pay  for  them. 

I  look  forward  to  hearing  your  statement  and  having  another  op- 
portunity to  ask  questions. 

Thank  you. 

Senator  Lautenberg  [presiding].  Thank  you  very  much. 

We  will  recognize  Senator  Simon  at  this  point. 

OPENING  STATEMENT  OF  SENATOR  SIMON 

Senator  Simon.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  apologize  for  not  being  here  earlier.  Unfortu- 
nately, our  schedules  are  a  little  like  yours,  you  get  pulled  here  and 
there.  We  welcome  you,  first  of  all.  I  think  you  have  an  opportunity 
to  really  make  a  contribution  to  the  Nation. 

Let  me  just  say  this  area  of  high-speed  rail  is  one  that  is  of  inter- 
est to  those  of  us  from  the  Midwest,  particularly  in  the  State  of  Illi- 
nois, and  my  hope  is  that  we  can  move  on  the  development  of  the 
corridors  and  that  there  can  be  some  coordination  and  help  to  the 
States,  as  you  try  to  improve  the  bed,  the  crossings,  all  the  various 
factors. 

I  took  the  new  X2000  Monday  from  New  York  to  Washington  or 
the  other  way  around,  and  it  is  a  great  improvement,  no  question 
about  it.  But  what  was  also  clear  is  the  rail  bed  itself  needs  to  be 
improved  before  we  are  going  to  get  the  kind  of  improvement  that 
we  really  need. 

We  have  a  vote  on  and  I  just  want  to  welcome  you. 

I  look  forward  to  working  with  you.  Thank  you. 

Senator  Lautenberg.  Mr.  Secretary,  we  are  going  to  be  awaiting 
the  return  of  the  real  chairman  here.  That  was  quite  a  forecast 
that  you  made.  [Laughter.] 

I  wanted  to  just  finish  a  couple  of  questions  on  high-speed  rail. 
Would  the  States  be  required  to  put  up  a  match,  to  get  this  fund- 
ing? 

Secretary  Pena.  Senator,  if  I  could  just  take  a  minute  to  explain 
the  process  that  we  are  using  as  we  analyze  how  to  apportion  the 
funds  that  we  have  between  high-speed  rail  and  maglev.  We  are 
looking  at  studies  that  were  done  starting  about  2  years  ago  by  the 
Department  of  Transportation,  specifically  in  the  area  of  maglev, 
where  there  was  some  analysis  done  of  a  number  of  corridors 
where  there  was  a  potential  for  maglev  utilization.  We  are  looking 
at  ridership,  the  feasibility  of  the  corridors  that  were  identified, 


304 

whether  or  not  they  would  have  revenue  recovery  close  to  expendi- 
tures, et  cetera.  We  must  balance  that  with  the  direction  of  ISTEA, 
which  also  asked  us  to  look  very  specifically  at  certain  corridors  for 
high-speed  rail. 

We  have  not  yet  finalized  our  thinking  in  this  area,  but  we  are 
going  to  review  all  the  potentials  and  then  decide  what  specific  pro- 
gram we  are  going  to  utilize,  both  for  the  high-speed  rail  section 
and  the  maglev  portion,  and  will  obviously  make  that  public  as 
soon  as  we  have  had  that  analysis  completed,  but  we  have  not. 

As  respects  the  matching  provision,  that  also  is  an  issue  that  we 
have  not  finally  resolved.  Now,  if  it  is  through  the  ISTEA  mecha- 
nism, then  all  the  current  matching  provisions  in  ISTEA  obviously 
would  apply. 

Senator  Lautenberg.  So  we  are  talking  about  the  match  re- 
quirement being  met  for  highway  and  any  transit  programs? 

Secretary  Pena.  That  is  correct,  Senator. 

Senator  Lautenberg.  There  is  no  deferral  intended  nor  waiver 
of  State  match  in  these? 

Secretary  Pena.  As  you  know,  there  are  waiver  provisions  in  the 
ISTEA  legislation,  and  so  we  would  follow  the  waiver  provisions 
that  currently  exist  in  ISTEA 

Senator  LAUTENBERG.  Are  they  waivers  or  deferments? 

Secretary  Pena.  They  are  deferments,  that  is  correct,  I'm  sorry. 
I  call  them  waivers,  but  they  are  not  complete  waivers,  you  are  ab- 
solutely correct.  So  we  will  use  those  current  provisions. 

Now,  separate  from  the  provisions  of  ISTEA,  as  we  look  at  the 
funding  that  hopefully  will  be  available  in  the  high-speed  rail/ 
maglev  area,  which  is  $930  million  or  so,  through  fiscal  year  1997, 
clearly  those  funds  are  inadequate  to  fully  fund  every  major  high- 
speed rail/maglev  corridor  in  the  country.  We  are  going  to  be  look- 
ing at  creative  ways  in  which  we  can  leverage  those  limited  funds; 
partnerships  with  the  private  sector,  other  sorts  of  consortia  that 
have  already  been  created  throughout  the  country  in  various  States 
which  look  to  the  Federal  Government  for  some  participation,  not 
100  percent  participation,  but  some  participation.  If  we  are  going 
to  have  the  most  bang  for  the  buck,  we  ought  to  explore  those 
kinds  of  creative  relationships,  because  obviously  that  amount  of 
money,  as  you  know,  Senator,  would  not  be  sufficient  to  adequately 
fund  all  those  high-speed  rail  projects  throughout  the  country. 

Senator  Lautenberg.  The  moneys  for  high  speed  rail  programs 
would  come  from  the  highway  trust  fund. 

Secretary  Pena.  In  part,  Senator. 

Senator  Lautenberg.  Or  other  trust  funds. 

Secretary  Pena.  That  is  correct,  and  the  general  funds. 

Senator  Lautenberg.  And  general  funds,  not  exclusively  from 
the  trust  fund.  I  just  want  to  refocus  for  a  moment  on  the  formula. 

We  had  quite  a  battle  in  the  Congress  over  the  formulas  in 
ISTEA.  I  am  sure  that  you  have  been  brought  up  to  date  on  that, 
unless  you  already  were  aware  of  it.  But  the  bottom  line  is  we 
came  up  with  formulas  that  we  were  able  to  get  an  agreement 
upon. 

What  is  happening  now,  as  I  hear  the  proposal  that  is  being  of- 
fered— and  I  would  like  your  confirmation  or  comment — is  simply 
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to  provide  a  way  to  take  money  under  existing  formulas  from  some 
States  and  give  it  to  others.  It  is  fairly  simple. 

We  are  not  expanding  the  base.  That  is  not  intended,  expanding 
the  level  of  funding.  So  if  we  move  it  over  to  State  A,  it  is  obviously 
going  to  have  to  come  from  another  State.  Is  that  correct? 

Secretary  Pena.  That  is  correct,  Senator. 

Senator  Lautenberg.  Once  again,  that  is  not  going  to  help  us  an 
awful  lot.  Mr.  Secretary,  the  chairman,  Chairman  Sasser,  is  anx- 
ious to  hear  your  further  comments.  And  I  have  got  to  go  vote.  So 
what  we  will  do  is  stand  in  recess  for  a  few  minutes  until  the  chair- 
man reconvenes  the  committee.  And  I  thank  you  very  much  for 
being  here  with  us. 

Secretary  Pena.  Thank  you. 

[Recess.] 

Chairman  Sasser  [presiding].  The  committee  will  come  to  order. 

Mr.  Secretary,  you  have  listened  to  us  very  patiently  this  morn- 
ing. So  we  look  forward  now  to  hearing  from  you.  You  may  proceed 
with  your  statement  in  any  way  that  you  see  fit. 

STATEMENT  OF  HON.  FEDERICO  PENA,  SECRETARY  OF 
TRANSPORTATION;  ACCOMPANIED  BY  KATHERINE  E.  COL- 
LINS, ACTING  ASSISTANT  SECRETARY  FOR  BUDGET  AND 
PROGRAMS 

Secretary  Pena.  Thank  you  very  much,  Mr.  Chairman.  I  do  want 
to  say  that  it  is  an  honor  to  be  here  today,  and  I  look  forward  to 
working  with  you  and  other  members  of  this  committee. 

Mr.  Chairman,  I  do  have  a  prepared  statement  which  I  will  not 
read,  but  would  like  to  formally  offer  it  for  the  record. 

Chairman  SASSER.  It  will  be  included  in  the  record  in  its  en- 
tirety.1 

Secretary  Pena.  Thank  you. 

Mr.  Chairman,  my  comments  will  be  brief.  I  know  you  have  had 
a  number  of  secretaries  testify  before  you  already  on  issues  which 
may  overlap  a  bit  as  respects  my  particular  testimony.  But  let  me 
begin  by  saying  that  I  strongly  believe  the  proposal  that  has  been 
presented  by  the  President  to  the  Congress  and  to  the  country  is 
one  that  we  very  much  need  and  which  has  as  its  goal  the  rebuild- 
ing of  our  domestic  economy,  making  critical  investments  in  needed 
infrastructure,  and  also  creating  jobs  for  millions  of  Americans  who 
are  currently  unemployed  or  underemployed. 

And  as  you  know,  Mr.  Chairman,  the  program  has  three  parts. 
One  is  the  short  term,  immediate  stimulus  investment  package.  I 
know  there  has  been  some  debate  about  what  we  should  call  it.  But 
it  is  an  investment.  Second  is  the  long  term  investment  package 
which  you  address  in  your  comments.  And  then  third,  one  that  I 
would  like  to  spend  a  little  more  time  on  is  the  notion  of  deficit  re- 
duction and  the  real  commitment  that  this  administration  has  to 
that  goal. 

Let  me  first  address  my  comments  to  the  short  term  investment 
strategy,  particularly  as  it  relates  to  the  Department  of  Transpor- 
tation. And  I  hope  that  in  my  opening  comments  I  can  clarify  a  bit 

1  See  p.  309. 
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some  of  the  questions  that  were  asked  by  various  members  of  the 
committee. 

This  investment  package  is  one  that  is  targeted  very  strategically 
to  reinvigorate  the  economy  and  to  create  jobs,  both  of  those  things. 
But  just  as  importantly,  the  initial  investment  package  is  the  first 
part  of  the  long  term  investment  package. 

The  reason  I  make  that  point  is  that  there  have  been  some  who 
have  suggested  that  the  first  phase  of  the  investment,  particularly 
in  the  area  of  transportation,  might  be  wasteful  because  it  is  ar- 
gued that  transportation  expenditures  have  a  long  term  focus,  and 
that  is  absolutely  correct. 

The  way  I  look  at  the  short  term  stimulus  is  that  it  is  the  first 
piece  of  a  longer  term  investment  package  and  in  that  sense,  it  is 
not  wasteful.  It  is  the  first  payment  for  a  longer  term  investment. 

Now,  in  that  area,  Mr.  Chairman,  as  you  know,  the  goal  is  to  cre- 
ate 500,000  jobs  as  we  make  this  investment,  and  it  is  in  transpor- 
tation, environment,  housing,  education.  Let  me  talk  about  the 
transportation  piece. 

In  the  transportation  area,  we  are  focusing  on  $4.1  billion;  $3  bil- 
lion will  be  to  fully  fund  the  Federal  aid  highways  portion  of 
ISTEA;  $752  million  will  go  to  transit  grants;  $250  million  for  air- 
port grants;  and  $188  million  for  AMTRAK. 

The  rationale  in  our  view  is  very  straightforward,  and  this  was 
alluded  to  by  a  number  of  the  members  of  the  committee  already. 
As  we  compare  this  recovery  to  past  recoveries,  we  see  one  very  im- 
portant difference,  and  that  is  jobs  are  not  being  created.  And  let 
me  be  very  specific. 

I  was  with  the  President  a  week  ago  in  Seattle  when  we  were 
visiting  the  Boeing  Co.  Boeing  is  not  reducing  its  workforce  by 
28,000  people  because  it  is  not  doing  a  good  job  as  respects  produc- 
tivity. Boeing  is  reducing  that  workforce  because  it  has  lost  orders. 
It  has  lost  orders  because  the  economy  is  in  bad  shape  and  has  af- 
fected the  airline  industry  such  that  the  airlines  have  to  cut  back 
on  those  orders. 

So  that  perhaps  in  certain  sectors  of  the  economy,  and  I  know 
reference  has  been  made  to  the  service  sector,  there  has  been  a 
higher  level  of  productivity  causing  layoffs.  On  the  manufacturing 
side,  it  is  a  reflection  of  a  dismal  economic  recovery  which  is  driv- 
ing people's  jobs  being  lost.  And  that  is  why  we  need  the  invest- 
ment to  create  those  jobs  again. 

Let  me  talk  very  briefly  about  the  process,  because  a  number  of 
Senators  have  asked  questions  about  the  process.  If  we  are  to  en- 
sure that  these  funds  are  put  out  quickly  and  efficiently,  my  view 
was  that  we  ought  to  use  a  process  which  is  already  in  place,  well 
understood  by  the  States  and  the  cities.  And  that  process  is  the 
process  which  we  now  have  in  ISTEA. 

I  do  not  think  it  would  be  helpful  to  revisit  that  battle  and  to 
then  begin  to  look  at  new  formula  at  this  stage.  I  think,  frankly, 
it  would  delay  the  process  and  make  it  very  difficult  for  the  moneys 
to  go  out. 

I  have  been  meeting  with  the  Governors.  I  have  been  meeting 
with  the  mayors.  I  have  been  meeting  with  organizations  through- 
out the  country  which  have  a  deep  interest  in  this  short  term  in- 
vestment package.  They  are  all  prepared  for  it.  They  have  read- 
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justed  their  current  operation  to  ensure  that  the  spending  occurs 
as  quickly  as  possible  and  that  the  funds  are  targeted  on  impor- 
tant, needed  investments. 

Let  me  give  you  an  example  of  something  that  we  have  come  up 
with  in  the  Department  of  Transportation  to  even  make  this  proc- 
ess faster.  We  are  wanting  to  propose  a  use-it-or-lose-it  provision 
which  simply  says  that  if  the  State  does  not  have  bids  received 
within  60  days  after  the  legislation  has  passed,  and  let  us  assume 
that  is  the  end  of  March,  we  would  have  the  authority  to  move 
those  moneys  elsewhere. 

Now,  there  have  been  a  few  people  who  have  raised  a  concern 
about  the  ability  of  States  to  actually  obligate  those  funds  within 
60  days.  Two  points;  one,  the  State  department  of  transportations 
are  very  much  aware  of  this  and  they  are  adjusting  their  own  in- 
ternal operations,  and  have  identified  projects  which  we  believe  can 
clearly  satisfy  this  60-day  period. 

Second,  we  in  the  Department  of  Transportation  have  reexam- 
ined our  current  processes  to  make  it  easier  for  States  to  meet  that 
60-day  period.  For  example,  today,  if  a  highway  program  is  sought 
by  the  State  DOT,  the  State  DOT  submits  to  our  regional  office 
something  called  a  PS&E,  a  Plan  Specification  and  Estimate.  We 
have  to  approve  it,  and  once  it  is  approved,  then  the  State  can  go 
to  bid  and  get  responders  to  those  bids. 

I  have  asked  our  regional  offices  to  accelerate  that  process  and 
start  it  now.  Now,  it  may  be  a  bit  presumptuous,  Mr.  Chairman, 
in  the  sense  that  the  bill  has  not  been  passed.  But  I  think  we  can 
start  that  process  now,  cut  off  at  least  3  weeks  from  that  PS&E 
process.  If  we  do  that  now  before  the  end  of  March  or  the  first 
week  of  April — so  that  assuming  the  bill  passes,  let  us  say  the  end 
of  March,  and  is  effective  the  first  week  of  April — the  States  can 
then  have  authority  to  go  to  bid  right  away  on  those  projects, 
thereby  easily  meeting  the  60-day,  use-it-or-lose-it  provision.  That 
is  one  creative  thing  that  we  have  done  internally  to  facilitate  the 
process. 

So  that  is  the  first  part,  the  short  term  investment  package.  The 
second  piece  is  the  long  term  investment  package,  one  that  I 
strongly  believe  in.  I  have  had  personal  experience,  as  a  mayor  for 
8  years,  in  dealing  with  an  economy  that  was  in  distress. 

Our  economy  in  Colorado  went  through  perhaps  one  of  its  worst 
recessions,  starting  around  1984,  and  we  are  now  coming  out  of 
that  recession  in  our  State.  One  of  the  things  that  we  did  to  help 
that  process  was  to  commit  ourselves  to  investment  in  needed  in- 
frastructure. We  did  it  not  to  spend.  We  did  it  because  we  under- 
stood the  importance  of  transportation  infrastructure  as  respect  the 
revitalization  of  our  economy. 

Let  me  be  very  specific.  We  made  a  commitment  to  build  a  new 
airport.  It  will  open  up  some  time  this  year.  The  reason  for  that 
commitment  was  we  were  experiencing  $120  million  of  delay  costs 
a  year  because  people  could  not  land  at  Stapleton  Airport  effi- 
ciently and  quickly. 

We  can  eliminate  those  delay  costs,  in  particular  to  the  airlines, 
by  having  an  airport  that  works,  with  runways  that  are  further 
apart.  It  is  one  example  of  an  infrastructure  investment  that  will 
pay  off,  and  not  only  that,  but  will  reduce  delays  nationwide.  So 
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in  that  sense,  it  is  a  national  investment.  I  believe  it  is  a  very  wise 
investment. 

The  third  part,  Mr.  Chairman,  that  the  President  has  proposed 
in  his  economic  program  is  deficit  reduction.  I  know  that  there 
have  been  some  questions  by  the  Senators  about  good  intentions, 
and  I  very  much  appreciate  those  concerns  and  respect  them. 

Let  me  make  a  couple  of  points  about  that,  in  addition  to  the 
comments  made  by  members  of  the  committee  who  have  spoken  to 
a  genuine  commitment  by  this  President  to  reach  the  goal  of  a 
$325  billion  cumulative  reduction  in  the  deficit  by  fiscal  year  1997. 
If  you  look  at  members  of  this  administration,  you  will  find  former 
Governors  and  former  mayors. 

Each  of  us  have  always  had  to  balance  our  budgets.  Each  of  us 
have  always  had  to  have  surpluses  in  our  budgets.  Each  of  us  have 
had  to  cut  during  one  time  or  another.  As  mayor,  I  had  to  cut  my 
budget.  I,  for  example,  took  10  days  leave  without  pay  as  mayor 
of  the  city  and  county  of  Denver.  I  asked  my  cabinet  to  take  7  days 
leave  without  pay,  and  I  asked  other  civilian  members  of  our 
workforce  to  take  5  days  leave  without  pay,  because  I  understood 
very  clearly  from  our  taxpayers  that  we  had  to  cut  first  before  we 
increased  taxes.  We  eventually  did  increase  taxes,  but  we  made  the 
cuts,  also. 

My  point,  Mr.  Chairman,  is  that  this  Secretary  of  Transportation 
has  made  a  pledge  to  the  President  to  cut  2,800  jobs  in  the  Depart- 
ment of  Transportation,  and  I  will  do  it.  I  have  made  a  pledge  to 
the  President  that  we  will  cut  $148  million  in  spending  by  fiscal 
year  1997  in  the  Department  of  Transportation,  and  I  will  do  it. 

I  have  made  a  pledge  to  look  for  other  cuts  of  wasteful  spending 
in  the  department,  and  I  will  do  it  and  am  doing  it  today.  Example: 
Why  does  the  Department  of  Transportation  have  300  planes? 

Chairman  Sasser.  That  is  a  good  question. 

Secretary  Pena.  I  do  not  have  an  answer  to  that  question.  Why 
do  we  have  two  jets  at  National  Airport,  waiting  to  the  used  by  the 
Secretary  of  Transportation?  I  have  yet  to  use  those  jets.  I  am  fly- 
ing commercial  coach  throughout  the  country. 

So  for  those  who  have  skepticism  about  the  commitment  of  the 
secretaries  of  this  administration  to  cut  wasteful  spending,  Mr. 
Chairman,  let  me  assure  you  that  we  are  very  serious  about  it,  and 
we  will  do  it  because  this  President  is  serious  about  it,  also. 

You  have  heard  his  commitment  to  freeze  wages,  to  reduce  in- 
creases in  future  years,  and  of  course,  his  commitment  to  find  fees 
and  increases  in  taxes,  such  as  the  BTU  tax,  which  have  the  fairest 
impact  on  Americans.  So  we  have  listened  very  closely  to  the  Amer- 
ican public.  We  are  committed  to  tightening  our  belts  and  to  cut- 
ting, and  we  are  also  committed  to  investing  in  our  infrastructure 
and  making  sure  those  investments  are  wise,  to  stimulate  our  econ- 
omy, to  create  jobs,  but  more  importantly,  to  make  our  Nation  glob- 
ally competitive. 

That  is  the  extent  of  my  opening  comment,  Mr.  Chairman,  and 
I  would  be  very  happy  to  answer  questions  from  any  members  of 
the  committee. 

Chairman  Sasser.  Well,  thank  you  very  much,  Mr.  Secretary. 

[The  prepared  statement  of  Secretary  Pena  follows:] 
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PREPARED  STATEMENT  OF  SECRETARY  FEDERICO  PENA 

It  is  an  honor  to  appear  before  this  committee  to  support  the  President's  proposals 
for  economic  stimulus,  investment  in  the  future  and  deficit  reduction.  The  country 
needs  this  plan  to  strengthen  our  economy. 

The  President  spoke  eloquently  of  his  vision  for  the  country,  a  vision  of  fundamen- 
tal change  geared  to  investing  in  the  future  and  restoring  the  American  dream.  The 
foundation  of  this  vision  is  a  strong  economy  that  creates  and  supports  jobs.  The 
President's  plan  to  achieve  this  goal  is  a  three-part  plan:  an  immediate  short-term 
investment;  longer-term  investment;  and  unprecedented  commitment  to  deficit  re- 
duction. 

I  would  like  to  focus  my  remarks  on  the  underlying  principles  that  shape  the  ad- 
ministration's proposals,  and  to  address  the  transportation  aspects  specifically. 

Short-Term  Investment  Proposal 

The  additional  spending  package  proposed  by  the  President  for  FY  1993  is  a  $30 
billion  shot  in  the  arm  for  the  American  workforce  that  will  support  500,000  new 
jobs  by  the  end  of  FY  1994.  Its  goal  is  to  support  and  strengthen  an  economic  recov- 
ery that,  unfortunately,  is  putting  too  few  people  back  to  work.  While  the  focus  is 
job  creation  now,  the  spending  included  in  the  stimulus  package  also  responds  to 
the  many  needs  this  country  faces — in  infrastructure,  housing,  education,  job  train- 
ing and  the  environment.  In  addition,  the  package  provides  tax  incentives  to  spur 
private  economic  development. 

Some  have  challenged  why  emergency  spending  is  needed  now  to  deal  with  the 
economy,  even  as  we  see  growth  in  the  gross  domestic  product.  Our  concern  is  that 
the  economy  is  still  vulnerable.  Action  on  additional  spending  is  needed  now  be- 
cause, we  are  not  seeing  significant  job  creation  and  the  full  impact  of  corporate  lay- 
offs and  cutbacks  in  Defense  is  still  to  come.  The  Budget  Enforcement  Act  allows 
for  emergency  spending,  outside  of  the  budget  caps,  to  deal  with  such  unforeseen 
circumstances. 

The  President's  proposal  includes  about  $16  billion  in  new  appropriations  and  ob- 
ligation limitations  for  FY  1993.  Of  this  amount,  transportation  accounts  for  $4.16 
billion,  more  than  25  percent  of  the  total  new  spending.  This  includes: 

•  +$2,976  billion  for  Federal-aid  highways  to  fund  the  obligation  limitation  of 

$18,303  billion,  as  authorized  in  the  Intermodal  Surface  Transportation  Effi- 
ciency Act  (ISTEA),  for  a  total  program  of  $20,645  billion. 

•  +$752  million  for  transit  capital  grants,  including  $482  million  for  the  Formula 

Grant  program  and  $270  million  for  the  Discretionary  Grant  program,  dedi- 
cated to  buses. 

•  +$250  million  for  discretionary  grants  under  the  Airport  Improvement  program, 

to  fund  a  total  FY  1993  program  of  $2.05  billion. 

•  +$188  million  for  Amtrak  capital  grants,  to  fund  a  total  FY  1993  capital  pro- 

gram of  $353  million. 

The  additional  spending  proposed  for  transportation  contributes  to  the  goal  of 
economic  stimulus  as  well  as  to  investment  for  the  future.  As  an  economic  stimulus, 
increased  funding  for  transportation  creates  jobs  both  directly  at  the  construction 
site  or  vehicle  manufacturer  and  indirectly  through  increased  orders  for  materials 
and  equipment  to  support  transportation  improvements.  We  estimate  that  the 
transportation  component  will  generate  about  70,000  jobs  in  the  FY  1993-94  period. 

Our  proposal  will  increase  the  funding  or  obligation  authority  in  current  pro- 
grams. No  new  programs  are  proposed.  No  changes  will  be  made  to  Federal  regula- 
tions and  requirements.  We  will  not  sacrifice  environmental  standards  or  sound 
planning  requirements  in  order  to  speed  spending.  We  will  work  with  the  existing 
Federal  procedures  and  eligibility  criteria  for  project  approval.  These  are  known  pro- 
cedures with  which  State  and  local  governments  are  accustomed.  Our  focus  will  be 
on  work  that  can  be  started  this  fiscal  year,  before  September  30,  1993.  That  means 
bids  accepted  or  contracts  awarded  before  the  end  of  this  fiscal  year. 

The  additional  funds  will  only  be  available  until  September  30,  1993.  That  creates 
an  added  incentive  for  full  use  of  these  funds.  As  a  further  step,  we  are  proposing 
to  redistribute  the  new  highway  obligation  au-thority  and  transit  formula  funds  that 
are  not  used  within  60  days  of  enactment.  In  the  case  of  highways,  we  would  re- 
quire that  obligation  authority  for  projects  for  which  States  have  not  received  bids 
within  60  days  of  enactment  be  redistributed  to  all  States  which  could  put  the  funds 
to  work.  For  transit  formula  grants,  we  would  redistribute  to  other  areas  funds  that 
are  not  obligated  within  60  days  of  enactment.  We  will  also  work  with  State  and 
local  governments  now  to  get  their  project  approvals  in  order  and  will  encourage 
quick  contract  award  once  bids  are  received. 
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I  have  also  spoken  to  various  representatives  of  State  and  local  governments — 
the  Governors,  the  Conference  of  Mayors,  the  American  Association  of  State  High- 
way and  Transportation  Officials — inviting  their  input  and  urging  their  action  and 
assistance  to  ensure  that  our  States  and  cities  are  ready  and  able  to  put  these  addi- 
tional funds  to  work. 

Long-Term  Investment  Proposals 

The  President's  investment  proposals  for  targeted  increased  spending  over  the  FY 
1994  through  FY  1997  period  are  aimed  at  improving  the  productivity  of  our  people 
and  businesses.  The  investment  package  includes  additional  outlays  over  current 
levels  of  $159  billion  between  FY  1994  and  FY  1997,  directed  to  five  areas:  Rebuild- 
ing America  (infrastructure),  Lifelong  Learning  (child  care,  worker  training),  Re- 
warding Work  (earned  income  tax  credit),  Health  Care,  and  Private  Sector  Initia- 
tives (tax  incentives). 

The  investment  spending  includes  additional  outlays  over  current  baseline  levels 
of  $8.4  billion  in  transportation  spending  by  FY  1997.  Transportation  improvements 
contribute  in  the  long  term  to  increased  productivity  of  our  economy  by  reducing 
delays  and  facilitating  the  movement  of  goods  to  market  and  people  to  jobs.  Increas- 
ing the  efficiency  of  our  transportation  system  helps  control  the  cost  of  transporting 
goods  which  in  turn  contributes  to  the  competitiveness  of  our  industries. 

Our  transportation  proposals  are  multifaceted.  The  centerpiece  is  increased 
spending  to  ensure  full  funding  of  the  ISTEA  levels  authorized  for  the  Federal-Aid 
Highway  program.  That  means  increasing  the  program  by  $8  billion  in  obligations 
over  the  baseline  to  a  level  of  $20.7  billion  in  FY  1997.  Increased  spending  at  these 
levels  is  needed,  given  that  23  percent  of  the  Interstate  pavement  is  in  poor  or  medi- 
ocre condition  and  nearly  21  percent  of  the  nation's  bridges  are  structurally  defi- 
cient. Transit  capital  programs  will  grow  as  well  by  over  $3  billion  in  obligations 
over  the  FY  1994-FY  1997  period.  The  increased  transit  funding,  together  with  the 
transfer  provisions  of  ISTEA  that  allow  highway  funds  to  be  used  for  transit,  will 
see  a  marked  improvement  in  our  transit  capabilities.  As  we  deal  with  congestion 
and  efforts  to  achieve  cleaner  air,  transit  will  play  a  critical  role. 

Advancing  technology  to  facilitate  transportation  is  another  critical  elememt  of 
our  transportation  investment  proposals.  We  are  proposing  additional  funding  of 
$931  million  over  the  next  four  years  to  advance  high  speed  ground  transportation. 
This  additional  funding,  together  with  tax  incentives  proposed  for  high  speed  rail 
bonds,  will  lever  State  and  private  sector  activity.  Another  area  of  technology  which 
we  will  target  is  the  Intelligent  Vehicle  Highway  System.  New  funds  of  $345  million 
by  FY  1997,  together  with  the  funding  authorized  in  ISTEA  for  this  area,  will  accel- 
erate progress  toward  the  development  of  an  automated  highway  system. 

Other  investments  we  are  proposing  include  additional  funding  for  Airport  Grants 
and  for  modernization  of  the  Airspace  System.  We  are  also  providing  some  growth 
in  highway  safety  grants  to  reduce  alcohol-related  traffic  accidents  and  promote  use 
of  safety  belts  and  motorcycle  helmets. 

Deficit  Reduction 

The  President  has  proposed  a  serious,  fair  and  balanced  deficit-reduction  plan  to 
stop  the  government  from  draining  private  investment  that  generates  jobs  and  in- 
creases incomes.  Our  goal  is  to  reduce  the  deficit  by  at  least  $325  billion  cumula- 
tively during  the  FY  1994  through  FY  1997  period. 

Deficit  reduction  means  hard  choices  for  us  all,  and  doing  more  with  less.  The  De- 
partment of  Transportation  will  do  its  part.  Our  budget  proposals  will  reflect  the 
President's  government-wide  proposals  for  reducing  Federal  employment  and  per- 
sonnel costs  and  cutting  administrative  costs.  I  have  committed  to  reducing  employ- 
ment by  2,800  full  time  equivalent  staff  by  FY  1995  and  cutting  $148  million  in 
costs  by  FY  1997.  We  will  also  propose  to  freeze  some  of  our  programs  at  the  FY 
1993  enacted  level.  We  will  seek  additional  revenues  by  requiring  an  annual  reg- 
istration fee  at  increased  levels  for  general  aviation  aircraft. 

Mr.  Chairman,  our  goal  is  a  stronger  economy  that  will  benefit  us  all.  In  order 
to  improve  the  economic  strength  of  our  country,  we  need  additional  investment  in 
transportation.  Such  investment  is  critical  to  reducing  delays  and  moving  our  goods 
and  people  efficiently.  It  will  enhance  our  nation's  productivity  and  the  competitive- 
ness of  our  industries  in  world  markets. 

Chairman  SASSER.  Frankly,  I,  for  one,  do  not  find  it  presumptive 
at  all  that  you  would  be  moving  ahead  and  making  plans  now  to 
utilize  the  funds  that  may  come  by  way  of  a  stimulus  package  later 
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on,  because  one  of  the  criticisms  that  is  constantly  leveled  against 
these  efforts  to  resuscitate  the  economy  and  the  criticisms  that  are 
based  on  what  has  happened  historically  is  that  many  times,  in 
many  cases,  the  so-called  stimulus  funds  did  not  arrive  on  the 
scene  until  actually  the  economy  was  moving  along  very  well  in- 
deed. 

So  I  want  to  commend  you  for  moving  as  rapidly  as  possible  to 
have  the  plans  on  the  shelf  to  move  in  the  event  the  funds  become 
available  so  that  you  can  move  forward.  I  want  to  commend  you 
also  for  putting  out  the  word  to  the  Governors  and  to  the  mayors, 
if  that  is  the  case,  that  they  be  prepared  to  move  as  expeditiously 
as  possible. 

Now,  I  have  not  spoken  to  any  of  the  Governors,  but  at  least  two 
of  the  mayors  have  indicated  to  me  that  they  have  very  large  cap- 
ital improvement  projects  that  are  on  the  shelf,  and  they  could 
really  move  to  bids  within  a  matter  of  45  days  if  they  knew  the 
funds  were  going  to  be  there. 

So  it  is  well  that  you  are  moving  fast  to  try  to  take  up  the  slack 
in  the  event  that  a  stimulus  package  does  indeed  become  reality. 
Now,  there  is  a  lot  of  rhetoric  around  that  the  President  proposes 
to  spend  too  much  on  an  expensive  new  surface  transportation  pro- 
gram. And  I  use  the  term  new  advisedly. 

But  the  reality  of  the  matter  is  that  your  proposal,  as  I  under- 
stand it,  simply  seeks  to  spend  down  transportation  trust  fund  bal- 
ances that  were  already  voted  upon  by  the  Congress  and  promised 
to  the  American  people  by  the  Congress  and  by  the  previous 
adminstration  of  President  Bush. 

Now,  in  my  analysis,  virtually  90  percent  of  all  the  so-called  new 
investment  spending  in  your  plan  is  spending  that  was  already  put 
into  the  highway  and  mass  transit  trust  funds  under  the  $155  bil- 
lion surface  transportation  bill,  ISTEA,  as  we  call  it. 

In  other  words,  your  proposal  authorizes,  as  we  analyze  it,  very 
little  so-called  new  spending.  In  my  analysis,  your  program  frankly 
does  not  even  fully  fund  all  the  programs  under  ISTEA.  So  is  my 
analysis  correct  in  that  case,  and  what  is  your  rationale  behind 
funding  for  ISTEA  programs? 

Secretary  Pena.  Mr.  Chairman,  you  are  absolutely  correct.  In  the 
Federal  highway  portion  of  ISTEA,  we  do  finally,  at  last,  fully  fund 
that  part,  as  envisioned  by  ISTEA.  And  so  in  that  sense,  it  is  not 
a  new  program. 

In  the  transit  area,  you  are  also  correct.  With  the  additional 
money  in  transit,  we  will  get  close  to  fully  funding  the  capital  side 
of  transit.  We  are  freezing  the  operating  assistance  side  of  the 
transit  program.  So  there,  we  will  not  even  get  to  the  level  origi- 
nally envisioned  in  ISTEA,  but  we  are  getting  closer  to  it. 

So,  Mr.  Chairman,  you  are  absolutely  correct  in  your  analysis. 

Chairman  Sasser.  Well,  now,  in  your  view,  what  would  be  the 
result  if  we  failed  to  go  forward  with  some  of  this  infrastructure 
investment  that  the  administration  is  proposing?  We  already  know 
that  the  poor  condition  of  the  Nation's  infrastructure  exacts  a 
heavy  toll  on  the  economy. 

Your  example  of  what  happened  in  Denver  with  the  delays  there 
in  getting  aircraft  in  and  out  of  the  Denver  Airport,  I  think,  is  a 
classic  example.  We  are  hearing  that  just  urban  traffic  congestion 
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alone  costs  us  about  $30  billion  annually.  And  studies  are  showing 
that  declining  public  investment  is  a  significant  factor  behind  the 
decline  in  long  term  productivity  growth  in  the  United  States. 

Now,  we  can  talk  all  we  want  to  about  productivity  growth  in  the 
service  sector  of  the  economy.  When  you  peel  that  back,  you  find 
a  lot  of  that  productivity  growth  is  the  result  of  companies  using 
temporary  employees  and  a  whole  host  of  things  that  really  sort  of 
tilt  the  figures  and  is  not  a  valid  reflection  of  actual  employee  pro- 
ductivity increases. 

But  what  would  be  the  economic  impact  if  the  adminstration  took 
the  advice  of  some  of  our  colleagues  here  and  just  scrapped  the 
President's  transportation  infrastructure  initiatives?  In  your  judg- 
ment, what  would  happen? 

Secretary  Pena.  Mr.  Chairman,  as  a  general  statement,  we 
would,  first  of  all,  pass  on  much  larger  costs  to  future  generations. 
For  example,  we  have  the  opportunity  to  use  this  additional  invest- 
ment, particularly  in  the  area  we  call  3R —  resurface,  restoration, 
rehabilitation  of  highways — which  if  we  do  not  do  now,  will  cost  us 
two-and-a-half  times  more  to  rebuild  that  highway  in  future  years 
if  we  do  not  make  a  much  less  significant  investment  today  to 
maintain  that  road  base. 

Chairman  Sasser.  Now,  in  the  business  world,  that  would  be 
called  a  capital  investment;  would  it  not? 

Secretary  Pena.  Exactly,  Mr.  Chairman. 

Chairman  Sasser.  In  other  words,  what  you  are  doing  is  making 
the  investment  now  to  keep  the  asset  that  you  presently  hold  from 
declining  or  deteriorating  even  more  than  the  present  investment 
that  you  are  making. 

Secretary  Pena.  That  is  correct.  And  then  you,  of  course,  avoid 
the  total  replacement  cost  of  a  piece  of  equipment  or,  in  this  case, 
a  highway  which  you  would  then  have  to  pay  2  or  3  years  later. 

Chairman  Sasser.  And  that  is  precisely  what  has  happened  over 
the  past  few  years,  beginning,  as  I  said  earlier,  in  the  late  1970's 
and  continuing  and  accelerating  during  the  decade  of  the  1980's. 
What  we  have  seen  is  not  adequate  investment  in  the  infrastruc- 
ture of  this  country  to  the  point  now  where  we  have  reputable 
studies  saying  we  need  to  invest  $465  billion  just  in  highways  and 
bridges  alone  over  the  next  5  years,  simply  because  we  have  not 
been  looking  after  the  capital  improvements  on  the  investments 
that  we  already  had.  Do  you  agree  with  that  assessment,  Mr.  Sec- 
retary? 

Secretary  Pena.  Yes,  Mr.  Chairman,  and  more  specifically,  let 
me  give  you  the  annual  averages.  We  have  looked  at  the  annual 
average  needs  and  expenditures  over  a  20-year  period  to  give  us  a 
sense  of  focusing  on  just  1  year,  for  example. 

If  you  look  at  that  annual  average  figure,  we  have  concluded  that 
it  costs  about  $51  billion  from  all  sources,  Federal,  State,  local, 
simply  to  maintain  the  highways  that  we  currently  have  today.  If 
you  look  at  funding  that  is  actually  available,  even  with  the  propos- 
als we  have  made,  we  are  looking  at  about  $30.8  billion  collectively 
from  Federal,  State  and  local  sources,  which  means  that  there  is 
about  an  $11.9  billion  shortfall  annually. 

And  if  we  assume  that  the  Federal  Government  is  responsible  for 
a  little  less  than  half  of  that,  we  still  have — even  with  full  funding 
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of  ISTEA  in  the  Federal  highways  piece— a  $6  billion  shortfall  on 
an  average,  annual  basis.  So,  Mr.  Chairman,  you  are  absolutely 
correct.  We  are  not,  even  with  this  package,  fully  meeting  the 
needs  which  we  have  seen  to  be  based  on  historical  needs  and  also 
which  we  project  out  to  be  future  needs. 

Chairman  Sasser.  Well,  just  let  me  conclude  by  saying  this,  Mr. 
Secretary.  I  feel  very,  very  strongly  that  this  Nation  needs  to  begin 
making  substantial  investments  in  infrastructure.  Frankly,  it  is  an 
embarrassment  to  go  abroad  and  come  back  to  the  United  States 
and  contrast  the  condition  of  our  airports  with  airports  that  you 
see  in  western  Europe,  the  conditions  of  our  roads,  highways, 
bridges,  railways,  with  what  you  might  see  in  Japan,  for  example. 

And  we  have  been  going  down  the  road  as  if  we  are  trying  to 
emulate  the  models  of  some  of  the  Central  American  republics  or 
Central  American  countries.  A  country  here  of  little  or  no  public  in- 
vestment, and  what  public  investment  we  have  been  making,  we 
have  been  making  in  armaments,  aircraft  carriers,  tanks,  aircraft, 
all  those  sorts  of  things,  while  the  infrastructure  falls  down  around 
our  ears. 

It  is  as  if  we  were  modeling  our  economic  proposals  after  those 
of  Honduras  or  Nicaragua,  or  Guatemala.  And  I  think  it  is  high 
time  that  we  started  investing  in  the  infrastructure  in  this  country. 
And  I  am  extraordinarily  pleased  that  you  and  your  colleagues  in 
the  Clinton  administration  are  doing  that. 

My  time  has  elapsed,  and  let  me  turn  now  to  Senator  Bond  for 
any  questions  that  he  might  have. 

Senator  Bond.  Thank  you,  Mr.  Chairman,  and  I  want  to  join  in 
welcoming  the  Secretary  to  this  committee.  We  are  very  much  in- 
terested in  what  you  say.  And  I  apologize  when  I  had  to  run  off 
to  vote. 

There  are  many  areas  in  which  we  have  strong  agreement.  How- 
ever, I  would  disagree  that  there  is  a  need  for  a  stimulus  to  get 
out  of  the  recession  of  1991  and  1992.  When  the  fourth  quarter 
gross  domestic  product  showed  a  growth  of  4.8  percent,  I  think  that 
just  about  guarantees  that  any  stimulus  that  we  are  attempting  to 
achieve  will  be  too  late. 

We  already  have  a  $300  billion  stimulus  package  which  is  called 
the  deficit.  So  I  do  not  think  that  we  are  going  to  see  any  positive 
impact  on  the  economy  as  a  stimulus  from  added  spending.  In  fact, 
we  can  cite — and  it  is  not  useful  here — but  there  are  many  eco- 
nomic studies  that  suggest  that  public  infrastructure  is  not  a  good 
way  to  generate  new  jobs. 

But  I  think  the  important  point  we  are  talking  about  here  today 
is  the  fact  that  we  do  need  roads.  We  do  need  highways  and  we 
do  need  bridges.  And  I  strongly  support  your  effort  which  would  be, 
at  a  minimum,  to  get  full  funding  for  ISTEA.  I  think  that  the  needs 
throughout  our  country  are  great  in  highways.  There  is  money 
built  up  in  the  highway  trust  fund.  And  for  too  many  years,  Con- 
gress has  masked  overspending  in  other  areas  of  the  budget  by 
holding  back  the  funds  already  collected  in  the  highway  trust  fund. 

And  I  gather  you  have  strong  support  for  spending  those  moneys. 
In  my  State,  when  we  spend  moneys  for  gas  tax,  we  like  to  see  it 
come  back  and  build  roads,  bridges  and  highways.  But  there  is  an- 
other area  that  is  related  to  that,  what  Congress  did  expressly  in 
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an  authorizing  bill  is  to  put  the  2.5-cent  portion  of  the  Federal  gas- 
oline tax  which  had  been  going  to  the  trust  fund  into  the  general 
budget  to  reduce  the  deficit. 

That  is  scheduled  to  expire  in  1995.  If  this  portion  of  the  tax  is 
redirected  to  the  trust  fund,  where  I  believe  it  belongs,  it  would 
mean  an  additional  $65  million  for  my  State  and  commensurate  in- 
creases in  the  funding  available  for  all  States.  What  is  the  opinion 
of  the  administration  or  of  your  department  about  whether  to  keep 
that  as  a  deficit  reduction  measure,  to  redirect  it  to  the  highway 
trust  fund  or  to  let  it  expire? 

Secretary  Pena.  Well,  Senator,  I  am  glad  you  asked  that  ques- 
tion because  it  gives  me  the  opportunity  to  announce  some  new 
news  and  some  good  news  for  you  this  morning.  Up  until  this 
week,  we  had  not  reached  closure  on  that  question. 

Our  position  had  been,  in  the  Department  of  Transportation, 
your  position,  and  that  is  that  we  should  restore  that  2.5-cent  gas 
tax — those  gas  moneys — back  into  the  highway  trust  fund.  And  we 
had  still  been  in  negotiation. 

Yesterday,  OMB  got  back  to  us  and  has  agreed  with  our  position. 
So  I  would  like  to  announce,  for  the  benefit  of  the  committee,  that 
we  will  be  able  to  see,  starting  in  the  latter  part  of  1995,  that  2.5- 
cent  gas  tax  back  into  the  highway  trust  fund  where  it  belongs  so 
that  we  will  not  experience  the  shortfalls  that  were  otherwise  pre- 
dicted and  hopefully  avoid  triggering  the  provisions  of  the  Byrd 
amendment,  which  would  have  also  presented  a  problem  for  the 
program. 

Senator  Bond.  Well,  that  is  very  good  news,  Mr.  Secretary,  and 
I  am  delighted  to  hear  your  position  on  that.  To  move  on  to  another 
important  highway  matter,  my  State  and  about  20  other  States 
fought  a  long  and  hard  battle  to  get  funding  under  something 
called  the  minimum  allocation  program  for  highways. 

It  is  kind  of  an  orphan  funding  program  for  States  which  get 
back  far  less  than  they  contributed  to  the  highway  trust  fund  even 
though  their  needs  may  have  been  greater.  Last  year,  some  of  my 
colleagues,  with  the  support  from  the  Department  of  Transpor- 
tation, tried  to  impose  a  limitation  on  the  amount  of  funding  that 
the  donor  States  could  receive  under  MA. 

Our  coalition  strongly  opposed  the  effort  because  we  believed  it 
was  unfair  to  limit  a  program  which  expressly  alleviates  funding 
inequities.  While  we  were  successful  last  year,  I  am  sure  that  there 
will  be  another  effort  again  this  year.  It  is  quite  predictable.  And 
I  would  like  to  know  whether  your  department  has  a  position  on 
minimum  allocation  funding.  Do  you  believe  that  it  thwarts  the 
original  intent  of  the  program?  And  if  I  recall  correctly,  I  believe 
Arkansas  is  one  of  the  donor  States  that  was  protected  under  that. 

Secretary  Pena.  What  is  it  about  the  State  of  Arkansas? 

Senator  Bond.  Good  neighbor  policy. 

Secretary  Pena.  Yes.  Senator,  my  view,  and  the  Department  of 
Transportation's  view,  is  that  we  do  not  want  to  change  the  agree- 
ments that  were  reached  some  time  ago  about  the  minimum  alloca- 
tion. And  so,  we  support  the  current  provisions. 

Senator  Bond.  All  right.  I  am  delighted  to  hear  that.  Continuing 
on  the  theme  of  the  disparities  in  the  allocation  formula,  the  high- 
way bill  we  passed  in  1991  requires  GAO  and  the  new  Bureau  of 


315 

Transportation  to  conduct  a  3-year  study  of  the  highway  program 
formulas. 

We  tried  in  vain  to  get  the  formulas  changed  in  ISTEA  so  that 
they  would  actually  reflect  current  patterns  of  road  use  and  need 
rather  than  having  to  put  in  a  plug  factor,  which  was  the  minimum 
allocation.  Can  you  tell  me  the  status  of  that  study  and  whether 
you  know  what  direction  it  is  going  on  the  formulas  for  the  alloca- 
tion of  highway  funds? 

Secretary  Pena.  Senator,  the  study  is  ongoing.  I  cannot  tell  you 
what  direction  it  is  taking.  I  will  get  back  to  you  on  that  if  I  have 
any  new  information. 

[The  following  was  subsequently  supplied  for  the  record:] 

The  study  is  required  by  section  1098  of  the  Intermodal  Surface  Transportation 
Efficiency  Act  of  1991,  and  a  report  is  due  to  Congress  in  December  1993.  The  Gen- 
eral Accounting  Office  (GAO)  is  to  conduct  the  study  in  conjunction  with  the  Depart- 
ment's Bureau  of  Transportation  Statistics.  Officials  of  the  Bureau  have  been  in 
touch  with  GAO.  Work  has  begun,  and  we  will  be  working  closely  with  GAO  on  the 
study. 

Senator  Bond.  A  lot  of  us  would  be  happy  to  offer  comments,  if 
you  need  any  additional  comments. 

Thank  you,  Mr.  Secretary. 

Secretary  Pena.  Thank  you,  Senator. 

Senator  Bond.  Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you,  Senator  Bond. 

Senator  Murray? 

Senator  MURRAY.  Thank  you,  Mr.  Chairman. 

It  is  good  to  see  you  here  today,  Mr.  Secretary.  I  especially  ap- 
preciated your  opening  remarks  because  they  reflect  the  under- 
standing that  when  we  invest  in  ourselves  and  our  country,  we  are 
going  to  be  better  off  in  the  future.  And  those  are  good  words  to 
hear  from  you. 

I  wanted  to  ask  you  specifically  today  about  the  aerospace  indus- 
try which,  as  you  well  know,  is  dramatically  affecting  my  State  and 
my  region  with  the  recent  announcements  of  the  Boeing  layoffs.  I 
know  that  you  talked  briefly  earlier  in  this  hearing  about  the  Air- 
line Commission. 

I  wanted  to  hear  from  you  a  little  bit  about  the  direction  you  see 
that  commission  going.  Also,  can  you  point  to  some  of  the  elements 
in  this  budget  that  will  help  out  this  critical  industry? 

Secretary  Pena.  Senator,  very  generally,  we  are  beginning  to  as- 
semble names  of  people  who  can  serve  on  the  commission,  working 
with  both  the  House  and  the  Senate  leadership  on  that.  And  I  am 
hoping  that  some  time  this  week,  we  will  have  closure  or  come 
close  to  having  closure  on  the  members  that  will  serve. 

The  bill  is  now  in  the  Senate.  We  are  hoping  it  will  pass  the  Sen- 
ate as  quickly  as  possible.  It  was  mentioned  earlier  in  the  testi- 
mony that  perhaps  this  week  or  no  later  than  the  earlier  part  of 
next  week — we  would  obviously  prefer  this  week  so  we  can  get 
going.  So  if  we  can  do  that,  then  we  can  have  the  members  finally 
appointed  and  operationalize  the  commission. 

Please  remember  that  the  commission  has  a  very  short  time 
frame,  90  days,  which  means  that  the  members  have  to  have  the 
time  to  make  available  in  a  very  intensive  way.  And  I  very  much 
understand  that  this  is  a  different  commission  than  perhaps  the 
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Congress  is  normally  involved  with  in  the  sense  that  this  is  not 
going  to  go  on  for  months.  This  is  not  a  commission  that  is  going 
to  meet  every  other  week.  This  is  a  commission  that  is  going  to 
meet  regularly  during  the  week  if  it  is  going  to  meet  its  challenge 
of  the  90-day  time  limit. 

Secondly,  as  respects  your  question,  we  do  have,  in  the  Presi- 
dent's economic  program,  both  tax  incentives  to  help  the  private 
sector — and  we  understand  that  there  are  some  concerns  from  the 
aerospace  industry  and  the  manufacturing  industry  about  their 
ability  to  take  advantage  of  those  investment  tax  credits.  And 
where  we  will  end  up  on  that,  I  do  not  know. 

But  we  are  aware  that,  at  least,  they  are  not  as  helpful  as  we 
had  thought  earlier.  And  then,  of  course,  on  the  investment  side, 
investments  in  airports  which  I  very  much  believe  will  reduce 
delays  and  allow  the  airline  industry  to  be  more  competitive  if  we 
can — by  also  reinvigorating  the  economy — get  the  domestic  airline 
business  back  on  its  feet.  Then  I  hope  it  will  begin  to  make  those 
orders  again  from  Boeing,  from  McDonnell  Douglas,  ensure  that 
that  side  of  the  industry  is  reinvigorated  so  we  do  not  have  to  see 
additional  layoffs  in  1994  and  beyond. 

That  is  our  general  strategy,  and  with  this  proposal  the  Presi- 
dent has  made,  I  believe  we  are  moving  right  in  that  direction. 

Senator  Murray.  Well,  I  appreciate  the  administration's  concern 
in  helping  this  industry.  It  is  absolutely  vital  to  my  region.  In  an- 
other area,  I  am  delighted  to  see  a  transportation  budget  that  fi- 
nally understands  that  transportation  is  a  family  issue.  In  fact,  in 
my  region,  only  12  percent  of  the  transportation  is  actually  com- 
muter. The  rest  of  it  is  parents  taking  their  kids  to  day  care,  get- 
ting kids  to  baseball  or  going  to  the  grocery  store  or  visiting  the 
relatives. 

And  we  need  a  transportation  system  that  does  not  just  move 
cars,  but  moves  people,  and  moves  them  where  they  need  to  go.  In 
Washington  State,  we  have  worked  very  hard  on  this  philosophy 
that  we  cannot  just  continue  to  build  roads  in  a  crowded  area,  but 
that  we  need  to  look  at  mass  transit.  We  need  to  look  at  the  fact 
that  people  need  to  get  to  a  variety  of  places. 

Can  you  comment  specifically,  how  this  budget  reflects  that  phi- 
losophy? 

Secretary  Pena.  Yes,  Senator.  In  particular,  we  are  adding,  in 
the  short  term  investment  proposal  that  we  have  before  you,  $752 
million  for  transit  grants.  And  that  will  be  divided  both  into  the 
regular  formula  grants  and  also  into  the  discretionary  bus  grants. 

Now,  on  the  operating  assistance,  we  are  not  contemplating  add- 
ing moneys  to  the  operating  side.  It  will  all  be  in  the  capital  side. 
So  bottom  fine,  we  are  adding  a  substantial  amount  of  new  money 
for  the  capital  side  of  transit,  which  I  think  will  be  very  helpful  to 
a  number  of  transit  systems. 

And  that  can  include  expenditures  on  new  buses — there  was  a 
comment  asked  earlier  about  what  happens  if  we  do  not  make  this 
investment.  What  will  happen  is  that  the  transit  systems  will  be 
operating  with  older  buses.  It  will  cost  more  to  maintain  them. 
They  are  not  as  attractive  to  improve  ridership.  And  so,  we  want 
to  deal  with  that 

Senator  Murray.  Or  environmentally  safe. 
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Secretary  Pena.  Or  the  environmental  effects.  So  that  is  the  di- 
rection of  our  transit  increase. 

Senator  MURRAY.  Well,  good.  And  I  just  want  to  encourage  you 
to  keep  remembering  that  all  transit  is  not  commuter.  It  is  all  of 
us  who  are  trying  to  get  our  families  in  the  directions  they  need 
to  go  every  day.  And  I  appreciate  your  understanding  of  that. 

Chairman  Sasser.  Thank  you,  Senator  Murray. 

Senator  Gregg? 

Senator  Gregg.  Thank  you. 

Mr.  Secretary,  I  cannot  pass  up  this  opportunity  to  ask  you  a 
question  which  has  bothered  me  since  my  prior  job  where  I  served 
in  the  State  of  New  Hampshire  as  Governor,  and  that  has  nothing 
to  do  with  the  budget.  Well,  it  has  a  lot  to  do  with  State  budgets. 
Do  you  have  any  new  ideas  on  wetlands  mitigation? 

Secretary  Pena.  Not  at  the  moment,  Senator,  in  terms  of  wet- 
lands mitigation.  That  was  an  issue  that  came  up  in  Colorado  and 
primarily  addressed  by  the  Governor  and  the  legislature.  I  served 
in  the  legislature  for  4  years,  so  I  know  a  little  bit  about  it,  and 
I  know  that  in  the  Senate  this  issue  was  debated  at  length.  Senator 
Wirth  was  very  much  involved  in  that  discussion,  as  were  other 
Members  of  the  Senate,  but  I  do  not  have  any  ideas  to  present  to 
you  this  morning. 

Senator  GREGG.  Well,  is  it  going  to  continue  to  be  the  policy  of 
the  Department?  Maybe  you  are  not  familiar  with  this,  and  I  un- 
derstand if  you  are  not,  just  getting  on  the  job.  But  is  the  Depart- 
ment going  to  continue  to  allow  EPA  and  the  Corps  of  Engineers 
to  pretty  much  set  the  tone  for  new  highway  construction  as  it  im- 
pacts wetlands,  or  are  you  going  to  get  a  little  more  aggressive  in 
trying  to  assert  the  need  to  build  a  road  sometimes? 

Secretary  Pena.  Senator,  I  think  I  have  a  little  better  sense  of 
direction  of  your  question.  My  view  is  that  we  need  to  form  better 
relationships  with  the  other  departments  in  this  government,  as  we 
begin  to  address  all  of  those  issues. 

As  you  know,  the  ISTEA  legislation  has  made  a  commitment  to 
address  environmental  issues.  Just  yesterday,  we  issued  new  regu- 
lations which  will  hopefully  clarify  the  metropolitan  planning  orga- 
nization process,  because  there  has  been  a  lot  of  confusion  among 
locally  elected  officials  and  State  governments  about  how  the  high- 
way plans  and  State  implementation  plans  are  to  be  integrated.  So 
I  am  trying  to  clarify  that  debate,  so  that  there  will  be  more  coordi- 
nation and  cooperation  at  the  local  level.  Whether  it  is  wetlands  is- 
sues or  other  environmental  issues,  that  is  a  general  direction  we 
are  going  to  take,  and  so  I  will  be  an  active  participant  in  that  and, 
obviously,  would  welcome  your  views  in  that  regard. 

Senator  GREGG.  I  would  just  represent  to  you  that  the  big  prob- 
lem is  not  between  States  and  communities  or  States  and  the  Fed- 
eral Government.  The  big  problem  is  between  Federal  agencies. 

We  spent  16  years  trying  to  build  a  road  where  we  have  had  23 
people  lose  their  lives  on  this  road  over  a  period  of  10  years,  and 
we  simply  could  not  get  the  wetland  permitting  process  straight- 
ened out,  and  it  took  16  years  of  negotiations  to  do  it.  So  I  hope 
as  you  go  down  the  road,  you  can  have  some  sort  of  interagency 
focus  between  yourselves  and  the  EPA  and  the  Corps  that  will  get 
roads  built,  because  you  may  have  all  this  money  you  are  putting 
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out,  but  a  lot  of  the  projects,  unless  you  are  just  going  to  be 
repaving  or  RR&R,  is  going  to  end  up  with  people  just  standing 
around,  which  brings  me  to  my  second  question. 

When  we  did  this  in  1983,  there  was  an  emergency  bill  to  gen- 
erate job  activities  because  of  the  recession  of  1982  carrying  into 
1983.  GAO  did  a  study  and  concluded  that  the  1983  jobs  bill  cost 
$128,000  per  job,  and  that  is  sort  of  a  history  to  look  at.  Have  you 
folks  looked  at  that  history  of  how  that  bill  was  implemented?  Be- 
cause it  really  was  a  failure. 

I  mean  $128,000  a  job,  we  really  did  not  accomplish  what  our 
goal  was.  Have  you  looked  at  all  of  the  history  of  that  experience 
and  asked  yourselves  how  you  can  improve  on  it  in  this  exercise? 
I  notice  if  you  use  a  straight  calculation  on  your  figures,  you  are 
figuring  $60,000  a  job.  I  do  not  know  how  much  these  jobs  are 
going  to  be  paid,  but  I  doubt  that  it  is  $60,000  annually.  But  is 
there  any  attempt  to  look  at  history  here,  because  of  the  failure  of 
the  1983  jobs  bill? 

Secretary  Pena.  Yes,  Senator,  and  let  me  address  that  very  spe- 
cifically. First  of  all — I  spoke  earlier,  and  I  think  perhaps  you  were 
taking  a  vote  at  the  moment  when  I  addressed  this  question — we 
are  finding  ways  to  accelerate  the  process  here  so  that  we  don't  see 
the  kind  of  delays  that  we  experienced  in  the  past. 

Today,  our  regional  FHWA  offices  work  with  States  to  go  through 
what  we  call  the  PS&E  process,  the  plan,  specifications  and  esti- 
mates process.  We  are  going  to  start  that  now,  so  that  we  can  cut 
off  3  weeks  of  the  process.  Assuming  the  bill  passes  and  we  actu- 
ally have  a  bill  signed,  let  us  say,  by  the  first  week  of  April,  then 
the  States  can  go  to  bid  right  away.  We  can  cut  off  3  weeks  from 
that  process,  to  insure  that  they  comply  with  the  60-day  use  it  or 
lose  it  provision  which  we  want  to  insert  into  the  legislation,  which 
means  bids  received  within  60  days  after  passage  of  the  legislation. 
So  I  think  that  will  in  and  of  itself  help  trigger  both  the  States  and 
my  regional  offices  to  work  more  forcefully  to  ensure  that  the 
money  is  actually  out  there  quickly,  so  hopefully  we  will  correct 
that  problem. 

Second,  the  kinds  of  investments  that  we  are  making  here  are 
targeted  to  the  job  creation  that  we  believe  is  very  critical.  Let  me 
give  you  an  example.  In  Denver,  for  example,  one  of  the  projects 
is  to  replace  a  viaduct  which  is  104  years  old.  If  the  short-term  in- 
vestment package  is  passed,  that  viaduct  will  not  only  be  replaced, 
but  improved  so  that  traffic  into  the  downtown  part  of  the  city  will 
be  enhanced,  which  will  help  revitalize  that  economy. 

That  is  an  economic  impact  that  perhaps  in  the  past  was  not  con- 
templated before  you  pick  a  project  for  investment.  So  we  are  not 
simply  spending  money  to  spend  money.  We  are  trying  to  target 
those  investments  in  a  way  that  they  are  strategic  to  economic  re- 
vitalization.  And  the  third  piece  is  the — well,  I  am  sorry,  you  were 
going  to  ask  a  question  and  I  would  be  happy  to  respond  to  that 
question. 

Senator  GREGG.  No,  go  ahead. 

Secretary  Pena.  The  third  piece  was  how  you  count  jobs.  In  your 
estimate  on  what  it  cost  per  job  in  the  past  effort,  we  are  only  look- 
ing at  direct  and  indirect  jobs.  For  example,  when  we  estimate  that 
we  create  70,000  jobs  by  the  end  of  the  1994  fiscal  year,  we  are  not 
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including  induced  jobs.  So  depending  on  how  you  make  that  cal- 
culation, we  think  that  this  investment  is  a  very  wise  investment 
and  the  per  job  expenditures  are  more  than  adequate. 

Senator  Gregg.  I  see  that  my  time  is  expired.  Thank  you. 

Chairman  Sasser.  Thank  you,  Senator  Gregg. 

Senator  Sarbanes? 

Senator  Sarbanes.  Thank  you  very  much,  Mr.  Chairman. 

I  want  to  address  a  couple  of  things  that  have  been  said  here 
this  morning  with  respect  to  the  need  for  the  stimulus  in  this  pack- 
age. While  my  colleague  Senator  Gregg  is  still  here,  I  would  like 
to  address  this  notion  regarding  the  amount  of  money  the  Govern- 
ment spends  to  create  jobs. 

I  do  not  know  the  1983  study,  so  I  do  not  want  to  be  in  the  pos- 
ture of  defending  that  particular  situation.  But  I  do  want  to  point 
out  that  it  is  reasonable  to  assume  that  the  costs  of  jobs  in  the 
transportation  sector  are  going  to  be  higher  than  if  you  created  a 
set  of  jobs,  for  instance,  for  people  to  go  out  and  rake  the  leaves 
in  the  park.  On  that  situation,  you  would  pay  them  minimum 
wage,  and  you  could  create  lots  of  jobs,  but  you  would  not  be  ad- 
dressing a  long-term  investment  challenge  confronting  the  country 
and  you  would  not  have  anything  at  the  end  of  it  of  any  perma- 
nence to  show  for  the  expenditure. 

The  President,  as  I  understand  it — and  I  commend  him  for  this — 
is  trying  to  integrate  the  short-term  needs  with  his  long-term  objec- 
tives. Therefore,  it  seems  to  me  that  the  proposals  in  the  transpor- 
tation field  serve  that  purpose.  Even  if  one  could  make  an  analysis 
that  it  is  going  to  cost  more  money  per  job  in  this  field  than  it 
would  in  others — I  used  the  raking  of  the  leaves,  you  could  think 
of  a  lot  of  other  examples,  too,  that  could  be  done  at  much  less  cost 
per  job. 

When  you  talk  about  transportation  projects,  many  of  them  are 
very  sophisticated.  You  are  talking  about  engineers  and  architects 
and  designers  and  the  people  who  do  the  actual  construction  work. 
Many  require  a  high  level  of  skills.  But  I  think  it  is  important  to 
make  the  investment  and  to  improve  the  infrastructure  and  to 
have  a  lasting  benefit  or  at  least  a  benefit  that  extends  out  for  a 
number  of  years  from  the  program. 

There  may  have  been  something  wrong  in  1983,  but,  as  a  general 
proposition,  I  do  not  think  you  should  be  overly  defensive  about  the 
fact  that  jobs  in  this  area  may  cost  somewhat  more  per  job,  give 
you  the  kind  of  lasting  benefits  that  we  are  looking  for  here. 

Secondly,  Mr.  Chairman,  I  want  to  address  a  point  that  was 
raised  earlier  about  whether  we  even  need  a  stimulus.  Reference 
was  made  to  a  4.8-percent  growth  rate  in  the  last  quarter.  First  of 
all,  let  me  make  this  observation:  None  of  the  reputable  forecasters 
expect  that  growth  to  continue  in  this  quarter.  They  are  all  project- 
ing lower  figures  in  this  calendar  year,  some  even  below  3  percent. 

If  you  look  at  the  factors  behind  the  4.8  percent  in  the  fourth 
quarter,  you  cannot  take  a  lot  of  comfort  that  it  can  continue.  One 
was  consumer  spending,  but  it  was  out  of  savings,  not  out  of  in- 
come. Consumers  were  overspending  their  income  and  that  obvi- 
ously cannot  go  on  indefinitely.  Obviously,  consumers  felt  better. 
There  was  a  major  increase  in  purchases  during  Christmas  but  this 
was  not  because  people  had  income  growth  but  because  people 
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spent  their  savings.  Therefore,  this  increase  in  consumer  spending 
does  not  have  sustainability  to  it. 

Secondly,  there  was  a  growth  in  exports.  Further  export  growth 
is  now  in  danger  because  of  the  economic  downturn  that  seems  to 
be  taking  place  abroad,  particularly  in  Europe.  Thirdly,  there  was 
a  build-up  in  inventories.  Of  course,  the  build-up  in  inventories  will 
not  continue,  if  the  consumer  purchasing  does  not  continue,  be- 
cause businesses  will  cut  back  on  their  purchases. 

So  for  all  of  those  reasons,  it  seems  to  me  that  the  President's 
emphasis  on  trying  to  get  some  impetus  to  this  economy  and  get- 
ting it  moving  is  very  important. 

People  made  reference  to  a  $300  billion  stimulus  package.  I  must 
address  that  issue,  because  it  is  constantly  being  brought  up.  It  is 
really  erroneous.  It  is  just  faulty  analysis.  It  is  true  we  have  a  defi- 
cit of  I  think  at  last  count  $327  billion 

Chairman  Sasser.  That  is  correct. 

Senator  Sarbanes  [continuing].  Revised  upwards  by  the  Bush 
administration  from  $290  billion,  which  was  their  figure  back  in 
the  fall.  That  is  not  stimulus.  Most  of  that  stimulus  was  used  up 
by  Reagan  and  Bush  in  the  1980's — when  they  took  the  deficit  up 
from  $150  to  $200  billion,  then  they  got  $50  billion  worth  of  stimu- 
lus in  the  year  in  which  they  did  that. 

Chairman  Sasser.  That  is  the  structural  deficit  you  are  talking 
about? 

Senator  Sarbanes.  That  is  the  structural  deficit,  yes.  Part  of 
that  deficit  is  from  a  downturn  in  the  economy  which  is  not  stimu- 
lative. Hopefully,  it  helps  to  check  the  downturn,  but  it  is  the  con- 
sequence of  weak  economic  activity. 

To  the  extent  that  you  take  the  structural  deficit  up,  which  is 
what  the  deficit  would  be  if  you  were  at  full  employment,  if  the 
next  year  the  structural  deficit  drops,  that  is  contractionary,  even 
though  you  may  still  have  a  large  deficit.  You  have  already  used 
that  impetus  and  that  is  what  the  President  is  confronted  with. 

In  fact,  the  President's  projections  in  the  outyears  are 
contractionary.  This  year,  they  are  trying  to  give  some  impetus  to 
the  economy,  but  then  the  deficit  reduction  locks  into  place.  We 
have  got  to  get  the  economy  moving  vigorously  enough,  that  when 
the  deficit  reduction  hits,  it  does  not  throw  the  economy  into  a  tri- 
ple downturn.  We  already  went  through  a  double  downturn.  Of 
course,  if  we  go  into  a  downturn,  the  deficit  is  going  to  escalate. 

I  just  want  to  put  two  quick  questions  to  the  Secretary  specifi- 
cally on  transportation.  We  set  priorities  in  the  ISTEA  for  high- 
ways and  mass  transit.  By  funding  highway  fully  and  mass  transit 
not,  you  are  altering  those  priorities,  as  opposed  to  a  situation  in 
which  you  move  proportionately  in  both  areas. 

Now,  I  am  concerned  about  that,  because  transit  has  taken  a  real 
hit  over  these  last  years.  Between  1981  and  1991,  Federal  transit 
funding  took  a  hit  of  50  percent  in  real  terms,  in  inflation-adjusted 
terms.  The  disparity  between  transit  funding  and  highway  funding 
has  grown  over  the  1980's.  In  1981,  the  Federal  highway  program 
was  twice  the  size  of  the  Federal  transit  program.  Today,  it  is  near- 
ly five  times  as  large. 

Actually,  the  highway  and  the  aviation  program  have  increased 
over  the  1980's  to  some  degree.  The  transit  program  actually  has 
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been  cut  back.  There  is  a  tremendous  backlog  of  transit  needs,  and 
I  am  talking  here  not  only  about  rail  transit,  but  bus  transit,  as 
well,  which,  of  course,  is  important  in  all  areas  of  the  country.  In 
fact,  in  many  areas  of  the  country,  rural  areas,  senior  citizens, 
young  people,  the  disabled  and  others  are  completely  at  a  loss  with- 
out these  local  bus  systems  that  various  locations  have  developed. 

There  are  important  benefits  that  result  from  transit  in  terms  of 
clean  air  and  environmental  impact.  So  my  concern  is  that  by  tak- 
ing the  additional  stimulus  and  fully  funding  highways,  but  not 
transit,  instead  of  moving  them  up  proportionately  with  respect  to 
the  money  available  to  you,  you  have  skewed  the  priorities  that 
were  established  in  ISTEA. 

If  we  set  out  authorizing  priorities  and  you  fund  one  mode  and 
you  don't  fund  the  other,  you  have  taken  only  part  of  the  priorities. 
In  this  instance,  you  have  moved  transit  up  and  we  are  appre- 
ciative of  that,  but  you  moved  them  up  disproportionately  and  I  am 
interested  to  know  what  was  the  thinking  behind  that  dispropor- 
tionate action. 

Secretary  Pena.  Senator,  I  share  some  of  the  concerns  you  have 
raised.  In  the  best  of  circumstances  we  would  like  to  fully  fund  all 
the  provisions  of  ISTEA,  so  that  there  would  not  be  a  sense  that 
somehow  we  are  trying  to  show  bias  for  one  over  the  other. 

Our  logic  in  the  proposal  we  have  made  is  as  follows:  As  respects 
the  short-term  investment  piece,  as  we  looked  at  those  projects 
that  were  genuinely  ready  to  go  in  the  time  frame  that  we  envi- 
sioned, there  were  more  of  them  proportionately  on  the  highway 
side  than  there  were  on  the  transit  side,  for  obvious  reasons. 

Transit,  with  the  exception  of  bus  purchases,  transit  projects 
generally  have  a  long  spendout  rate.  That  is  just  the  nature  of  the 
enterprises. 

However,  what  we  also  looked  at  were  the  following:  One,  by 
fully  funding  the  Federal  highways  piece  of  ISTEA,  there  are  trans- 
fer provisions  which  the  States  can  utilize  to  transfer  moneys  into 
transit.  That  has  happened,  $300  million  was  transferred  last  year. 
We  are  beginning  to  see  that  the  transfer  philosophy  of  ISTEA  is 
in  fact  being  utilized  by  the  States.  We  are  fully  expecting  that  to 
continue,  and  to  see  some  of  those  highway  dollars  transferred  into 
transit. 

Second,  we  did  get  part  of  the  job  done.  We  are  at  about  90  per- 
cent of  our  authorized  level  on  the  capital  side  of  transit.  I  think 
the  area  where  we  are  not  making  significant  movement  is  in  the 
operating  assistance  side,  and  there  you  are  absolutely  correct.  But 
as  you  just  stated,  we  are,  with  this  addition,  at  least  seeing  a  21- 
percent  growth  in  transit  between  1993  and  1994.  If  we  had  more 
resources,  we  could  do  a  better  job. 

Senator  Sarbanes.  I  am  going  to  leave  this  chart  with  you,  but 
it  is  a  comparison  of  proposed  ninding  for  different  transportation 
modes,  and  what  it  shows  is  that  for  highways  and  air,  you  have 
brought  it  up  to  the  authorized  levels,  but  that  has  not  happened 
for  transit,  particularly  not  with  respect  to  the  formula  grants. 

[The  chart  referred  to  follows:] 
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Comparison  of  Proposed  Funding  for  Different  Transportation  Modes 


IP — ^ — — 1 

Pxogram 

FY1993 
Enacted 

Proposed 
Increase 

FY1993 
Revised 

FY1993 
Auth'd 

Diffe 
rence 

Federal  Highway 
Administration  (FHWA) 

o  Federal  Aid  Highways 
Obligation  Limitation 
Total  Obligations 

15,327 
[17,669] 

2,976 
[2,976] 

18,303 
[20,645] 

18,303 
[20,645]  i 

-0- 
-0- 

Federal  Transit 
Administration  (FTA) 

! 

o  Formula  Grants 

1,700 

480 

2.1M 

2,826 

(64G; 

o  Discretionary  Grants 

1,725 

270 

1,995 

2,030 

(35; 

o  Planning,  Research,  etc. 

205 

-0- 

205 

37b 

(174) 

o  Stark-Harris  (WMATA) 

170 

-0- 

170 

* 

* 

1 

Federal  Rail 
Administration  (FRA) 

o  Amtrak 

496 

188 

..-4 

639 

+45 

Federal  Aviation 
Administration  (FAA) 

o  Airport  Grants 

1,800 

250 

2,050 

2,050 

-0- 

TOTAL 

21,423 

4,164 

25.587 

26,227 

(810) 

*     Completion  of  the  WMATA  system  is  authorized  at 
available  in  increments  over  8  years  beginning  in  1992. 
requested  $182  million  in  funding  for  FY93. 


$1.3  billion  to  be 
WMATA  and  FTA 


Senator  Sarbanes.  I  make  a  point  of  it,  because  although  high- 
way spending  has  traditionally  been  viewed  as  a  more  immediate 
way  to  spur  economic  productivity,  a  recent  study  by  the  economist 
David  Aschauer — who  was  at  the  Chicago  Fed  and  did  a  very  inter- 
esting study  that  linked  productivity  growth  and  investment  in 
public  infrastructure.  He  used  all  modes  of  transportation  when  he 
did  that  study. 

What  he  finds  with  respect  to  transit  is  that  the  transit  invest- 
ment has  more  than  twice  the  potential  of  highway  spending  to  im- 
prove productivity,  and  the  study  also  found  that  transit  invest- 
ment generates  economic  benefits  sooner  than  highway  spending. 

I  am  not  arguing  that  transit  should  have  been  fully  funded  and 
highways  not.  I  am  just  trying  to  keep  the  same  relative  priorities 
that  were  set  in  the  authorization  in  ISTEA.  That  was  very  hard 
fought,  as  you  know,  in  the  Congress,  and  we  did  not  reach  that 
relative  position  easily.  I  think  it  does  represent  a  congressional 
judgment  and  I  would  like  to  stay  with  it  to  the  maximum  extent 
that  we  can. 
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I  know  some  of  these  rail  transit  projects  are  far-reaching,  but 
the  bus  projects  can  be  very  immediate.  Of  course,  they  have  im- 
portant implications  in  terms  of  production  in  the  factories  and  so 
forth  and  so  on,  so  you  are  not  only  talking  improving  the  transpor- 
tation system,  you  are  providing  significant  opportunities  in  pro- 
duction. 

The  other  question  I  want  to  ask  you,  and  it  follows  on  a  little 
bit  from  this  discussion,  is  you  said  earlier  that  the  administration 
would  extend  the  2.5-cent  gas  tax  that  is  now  used  for  deficit  re- 
duction to  be  put  in  for  transportation  purposes,  is  that  correct? 

Secretary  Pena.  Yes,  Senator. 

Senator  Sarbanes.  If  additional  resources,  and  these  would  be 
additional,  are  proposed  for  this  purpose,  will  the  administration 
maintain  the  important  balance  between  highway  and  transit 
spending  that  is  embodied  in  current  law? 

Secretary  Pena.  Yes,  Senator. 

[The  following  clarifying  information  was  subsequently  supplied 
for  the  record:] 

The  Department  appreciates  the  historical  balance  between  highways  and  transit 
and  we  will  assess  the  appropriate  revenue  allocation.  However,  the  issue  we  face 
is  that  in  order  to  support  the  ISTEA-authorized  level  of  funding  for  the  Federal- 
aid  highway  program,  the  highway  account  of  the  Highway  Trust  Fund  requires  ad- 
ditional revenues  beginning  in  FY  1996.  Absent  the  additional  revenues,  the  cash 
balance  would  be  negative  in  FY  1996  and  the  Byrd  amendment  would  be  triggered 
in  FY  1995  requiring  a  reduction  in  the  program.  This  situation  was  not  envisioned 
when  ISTEA  was  enacted.  At  that  time,  revenue  projections  were  sufficient  to  cover 
the  authorization  period  and  Congress  did  not  need  to  address  the  issue  of  addi- 
tional tax  revenue.  By  contrast,  the  transit  account  has  sufficient  balances  and  reve- 
nue to  support  the  ISTEA-authorized  levels  through  the  authorization  period.  The 
administration's  budget  proposals  will  support  the  authorized  trust  fund  amounts 
for  transit  through  FY  1996. 

Senator  Sarbanes.  So  your  expectation  is  that  this  money  which 
you  will  extend  out  and  will  be  available  is  going  to  get  allocated 
out  on  the  basis  on  which  it  has  happened  both  in  1982  and  1990, 
in  terms  of  the  split  between  highway  and  mass  transit  accounts 
of  the  trust  fund? 

Secretary  Pena.  Senator,  if  I  am  understanding  the  direction  of 
your  question,  the  answer  is  generally  yes.  Let  me  just  explain  that 
the  transit  account  is  already  receiving  revenue  from  the  1.5  cent 
of  the  motor  fuels  tax  which  is  currently  allowed  by  law.  We  are 
simply  adding  back  the  2.5  cents  that  we  needed  on  the  highway 
side  and  so  that  is  the  change  that  we  are  proposing  to  make. 

Senator  Sarbanes.  No.  The  2.5  ought  not  to  go  only  to  highways. 
The  2.5  ought  to  be  allocated  between  highways  and  transit,  the 
way  we  have  been  making  the  other  allocations  that  go  into  the 
trust  fund. 

Secretary  Pena.  Senator,  my  understanding  is  we  are  following 
the  provisions  of  ISTEA.  If  not,  I  will  double-check  that,  but  that 
is  my  understanding.  If  you  will  just  give  me  one  second  and  let 
me 

Senator  Sarbanes.  You  did  not  follow  the  provisions  of  ISTEA  in 
the  stimulus  package.  I  just  tried  to  make  that  point  to  you.  You 
essentially  departed  from  the  priorities  set  in  ISTEA  in  the  stimu- 
lus package,  because  you  fully  funded  highways  and  air,  and  you 
did  not  fully  fund  transit. 
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If  you  are  going  to  bring  the  2.5  cents  back  into  the  trust  fund 
rather  than  it  going  for  deficit  reduction  purposes,  it  is  the  position 
that  I  am  asserting  to  you  that  that  2.5  cents  that  goes  into  the 
trust  fund  ought  to  be  allocated  out  to  highway  and  transit,  as  has 
been  done  with  other  revenues  that  have  gone  into  the  trust  fund. 
That  is  roughly  a  4-to-l  ratio,  and  we  would  expect  it  to  occur 
again  in  this  instance. 

Otherwise,  you  are  shifting  the  priorities  of  ISTEA  and  you  are 
also  departing  from  what  has  been  an  established  practice  and  rep- 
resents, as  far  as  the  Congress  is  concerned,  a  very  hard-fought 
issue,  which  was  resolved  within  the  Congress  and  accepted  by  the 
existing  administrations  at  those  times.  So  I  am  trying  to  ascertain 
what  your  intentions  are. 

Secretary  Pena.  Senator,  it  is  not  our  intention  to  have  those 
hard-fought  battles  fought  again.  We  are  trying  to  follow  I  thought 
the  purpose  and  the  spirit  of  those  deliberations,  and  let  me  just 
insure  that  we  are  doing  that. 

Again,  Senator,  my  information  is  the  same  as  my  previous  testi- 
mony, we  need  the  2.5  cents  in  the  highway  fund  to  simply  main- 
tain it  at  the  levels  that  were  originally  envisioned  and  to  fully 

Senator  Sarbanes.  What  is  going  to  happen  to  the  transit  levels 
that  were  envisioned? 

Secretary  Pena.  They  will  be  met. 

Senator  Sarbanes.  They  will  not  be  maintained.  You  are  not 
even  maintaining  them  now. 

Ms.  Collins.  Senator,  if  I  could  elaborate,  the  transit  account  of 
the  Highway  Trust  Fund  has  sufficient  revenues  in  its  balances  to 
support  the  continued  transit  program.  The  highway  account,  with- 
out this  additional  2.5  cents,  does  not.  We  would  not  be  able  to 
fully  fund  the  ISTEA  levels,  and 

Senator  Sarbanes.  What  do  you  mean,  support  it?  You  are  now 
supporting  the  highway  funds  at  the  fully  authorized  level  and  you 
are  not  supporting  the  transit  programs  at  a  fully  authorized  level. 
I  do  not  understand  that  answer. 

Ms.  Collins.  In  order  to  fund  the  fully  authorized  highway  lev- 
els, the  trust  fund  needs  additional  revenue.  Absent  the  2.5  cents 
of  revenue,  we  would  not  be  able  to  fund  the  levels  that  we  pro- 
pose. 

Senator  Sarbanes.  What  about  fully  funding  the  transit  pro- 
grams? 

Ms.  Collins.  The  transit  account  has  the  capacity  to  support  the 
additional  spending,  but  our  budget  proposals  for  1994  through 
1997  reflect  the  overall  budget  constraints  that  we  were  living  with 
as  the  entire  Federal  Government  budget  was  put  together.  So  we 
are  proposing  21  percent  growth  in  our  transit  budget  for  1994 
compared  to  1993,  and  that  is  much  closer  to  full  funding  than  we 
have  ever  gotten  before. 

Senator  Sarbanes.  Yes,  you  are  doing  better  for  transit  than  pre- 
vious administrations,  but  you  are  establishing  a  discrepancy  be- 
tween highway  and  transit. 

Secretary  Pena.  Senator,  there  is  a  discrepancy,  you  are  right, 
let's  not  try  to  argue  the  point.  We  are  just  trying  to  meet  the 
needs  as  we  best  see  them,  based  on  the  information  that  we  have 
before  us.  Again,  if  we  had  the  kind  of  resources  we  all  would  love 
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to  have,  we  could  do  a  better  job  of  trying  to  fully  fund  all  the  pro- 
visions of  ISTEA. 

Senator  Sarbanes.  Let  me  make  this  point  to  you:  We  are  deal- 
ing with  the  stimulus  package,  that  is  one  issue,  and  I  have  tried 
to  establish  what  I  see  as  a  discrepancy  emerging.  This  is  a  1-year 
temporary  proposal  and  I  understand  what  you  are  trying  to  do, 
but  that  discrepancy,  if  you  do  what  I  think  you  are  thinking  of 
doing  on  the  2.5  cents,  is  going  to  get  locked  in  in  an  unacceptable 
way.  It  really  would  undermine  the  balance  that  has  been  estab- 
lished between  highway  and  transit  investment. 

If  you  take  the  2.5  cents  that  has  been  devoted  to  deficit  reduc- 
tion, bring  it  back  into  the  trust  fund,  but  say  all  of  it  is  going  to 
go  to  highways  and  none  of  it  is  going  to  go  to  transit,  then  you 
are  skewing  the  balance  that  we  sought  to  establish  between  high- 
way and  transit  and  you  will  worsen  significantly  the  discrepancy 
that  I  have  pointed  out  exists  in  the  stimulus  program. 

Secretary  Pena.  I  understand. 

Senator  Sarbanes.  You  have  only  made  the  big  decision  about 
bringing  it  back  in,  but  I  am  trying  to  go  now  to  the  subsidiary  de- 
cision that  will  be  coming,  and  I  want  to  make  it  very  clear  that 
I  think  you  have  got  to  show  in  that  decision  some  sensitivity  to 
the  mass  transit  issue. 

Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you  very  much,  Senator  Sarbanes. 

I  think  Senator  Sarbanes  makes  a  good  point,  Mr.  Secretary,  on 
this  whole  question  of  the  structural  deficit  which  makes  the  stim- 
ulus package  I  think  very  important  here  in  this  instance,  because, 
as  I  read  the  President's  proposal,  he  is  actually  going  to  reduce 
the  structural  deficit  between  1993  and  1994  by  some  $56  billion, 
which  represents  close  to  1  percent  of  gross  domestic  product. 

Now,  that  is  going  to  have  a  contractionary  effect  on  the  economy 
and  I  think  that  makes  it  doubly  important  that  we  get  the  stimu- 
lus package  that  you  have  been  discussing  with  the  committee  here 
today  passed  and  out  just  as  quickly  as  we  can,  because  if  that  is 
not  the  case,  then  I  think  if  we  enact  the  President's  budget  pro- 
posals without  the  stimulus  package,  what  you  are  going  to  end  up 
with  is  about  $600  billion  worth  of  tax  increases  and  spending  cuts 
really  about  $660  billion  worth  of  tax  increases  and  spending  cuts 
over  5  years,  and  that  could  very  well  push  this  economic  recovery 
back  over  the  edge  and  we  could  be  looking  at  a  recession  again, 
and  that  is  the  reason  this  stimulus  package  in  my  judgment  is  so 
important. 

And  the  talk  about  there  already  being  a  $330  billion  stimulus 
out  there  is  poppycock.  No  reputable  economist  would  agree  with 
that.  The  definition  of  stimulus  is  increasing  the  structural  deficit, 
and  President  Clinton's  program  will  decrease  the  structural  deficit 
between  1993  and  1994  by  about  $56  billion,  and  that  is  what  we 
are  seeing.  So  that  is  why  this  package  goes  together. 

If  you  are  going  to  kick  the  stimulus  part  of  it  into  a  cocked  hat 
and  ignore  it  and  go  with  totally  the  deficit  reduction  part  of  it, 
then  those  who  are  advising  that  course  of  action  may  very  well  be 
the  authors  of  the  recession  which  will  ensue,  and  I  want  to  make 
sure  we  know  whose  fingerprints  are  on  that  recession  when  it 
comes.  Mine  are  not  going  to  be  on  it,  and  I  doubt  that  Senator 
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Sarbanes'  are  going  to  be  on  it,  and  surely  the  President's  are  not 
going  to  be  on  it,  because  he  is  urging  this  stimulus  package  on  the 
Congress  as  part  of  a  balanced  economic  approach  to  stimulate  this 
economy  on  the  front  end  so  that  it  can  absorb  the  reduction  in  the 
structural  deficit  that  will  follow  almost  immediately  in  the  out- 
years. 

Senator  Sarbanes.  Mr.  Chairman,  would  you  yield  for  one  brief 
point? 

Chairman  Sasser.  I  am  pleased  to  yield  to  Senator  Sarbanes. 

Senator  Sarbanes.  I  agree  completely  with  that  analysis.  I  think 
it  is  right  on  point,  and  I  just  want  to  make  this  additional  point. 
If  you  drop  the  stimulus  and  then  you  attach  the  deficit  reduction 
and  provoke  the  economy  into  a  recession,  you  will  not  only  get  a 
recession  with  all  of  its  consequences  in  terms  of  people  out  of  work 
and  not  producing,  but  you  will  also  get,  as  a  consequence  of  the 
recession,  an  increase  in  the  deficit.  So  as  it  will  turn  out,  the  very 
thing  that  people  were  trying  to  do,  namely,  eliminate  the  deficit, 
which  would  lead  them  to  take  this  kind  of  extreme  action,  will  re- 
sult, if  it  precipitates  the  economy  downward,  in  increasing  the  def- 
icit. 

So  the  President's  plan,  which  is  to  get  the  economy  moving  and 
keep  it  growing,  attacks  the  deficit  reduction,  but  in  a  way  that  the 
economy  can  keep  going  forward.  You  can  continue  to  get  some  lift, 
instead  of  precipitating  the  economy  downward.  The  stimulus  is 
good  for  jobs,  it  is  good  for  production  and  it  is  good  for  deficit  re- 
duction. So  I  think  the  President  has  put  it  together  in  a  very  com- 
prehensive and  balanced  way. 

Chairman  Sasser.  Two  quick  questions,  Mr.  Secretary.  We  have 
been  joined  by  Senator  Exon  and  I  want  to  get  to  his  questions.  We 
have  kept  you  here  for  a  long  time  and  I  know  you  need  to  leave. 

I  think  it  is  crucial  that  we  take  the  necessary  steps  to  strength- 
en U.S.  aviation  in  the  global  marketplace.  Now,  I  have  watched 
with  interest  the  negotiations  or  lack  of  negotiations  between  the 
United  States  and  the  United  Kingdom  over  this  particular  issue. 
The  United  Kingdom  takes  the  position  that,  well,  it  is  going  to  se- 
verely restrict  the  access  or  United  States  flag  carriers  to  the  Unit- 
ed Kingdom,  and  takes  the  position  that  we,  the  United  Kingdom, 
we  don't  need  additional  access  to  United  States  markets  or  United 
States  airports,  we  have  got  all  the  access  that  we  need. 

Now,  I  think  that  United  States  flag  carriers  need  additional  ac- 
cess to  airports  in  the  United  Kingdom  and  these  United  States 
flag  carriers  need  to  be  coming  from  different  places.  Now,  I  have 
an  interest  in  seeing  that  United  States  flag  carriers  flying  out  of 
Nashville  have  access  to  London,  because  in  the  southeastern  part 
of  the  United  States — Tennessee,  Alabama,  Kentucky  and  Mis- 
sissippi— is  the  only  region  in  the  country  that  does  not  possess 
some  sort  of  gateway  service  to  London,  and  there  is  a  great  deal 
of  commerce  between  that  area  and  the  United  Kingdom. 

For  example,  there  is  a  lot  of  talk  about  Japanese  investment  in 
the  United  States.  Well,  Senator  Exon,  it  might  come  as  a  surprise 
to  you,  it  did  to  me,  that  over  a  period  of  many  years,  the  largest 
foreign  investors  in  my  State  of  Tennessee  have  been  the  British 
going  back  to  the  turn  of  the  century,  and  there  is  a  great  deal  of 
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commerce  back  and  forth,  and  it  is  vital  that  we  get  some  kind  of 
direct  service  into  the  United  Kingdom. 

I  would  be  interested  in  what  steps  the  administration  is  willing 
to  pursue  to  get  an  agreement  with  the  United  Kingdom  that  will 
insure  more  reciprocity  for  United  States  flag  carriers  getting  into 
the  British  market,  and  that  would  include  allowance  of  service  to 
Standstead,  United  Kingdom  from  Nashville,  TN. 

Secretary  Pena.  Mr.  Chairman,  let  me  speak  generally  here, 
without  particular  reference  to  the  airports  in  your  State  or  any 
other  State.  First  of  all,  I  believe  the  current  relationship  we  have 
with  the  United  Kingdom  is  unacceptable.  Secondly,  I  think  it 
needs  to  be  renegotiated. 

Third,  we  are  having  very  preliminary  conversations  with  the 
British  representatives.  Fourth,  there  are  a  number  of  United 
States  airlines  who  are  not  pleased  with  the  current  slots  they  are 
being  given  at  Heathrow,  and  I  have  just  sent  a  letter  to  the  Sec- 
retary of  Transportation  for  England  about  this  matter. 

Let  me  just  explain  one  wrinkle  that  makes  this  all  very  difficult 
for  us.  When  an  American  airline  attempts  to  achieve  a  certain 
time  in  a  slot  at  Heathrow,  for  example,  there  is  a  committee  that 
is  ostensibly  not  controlled  by  the  British  Government  which  deter- 
mines the  extent  to  which  our  United  States  carriers  get  in  there. 

To  the  contrary,  when  a  British  airline  wants  to  come  to  the 
United  States,  I  make  that  decision.  There  is  no  committee.  So  it 
is  much  easier  for  a  British  airline  to  get  the  exact  time  they  want 
at  whatever  airport  they  would  like  in  the  United  States  consistent 
with  our  current  agreement.  So  there  is  an  imbalance  in  the  mech- 
anisms that  are  available  here,  I  think  to  our  disadvantage.  And 
when  I  say  our  disadvantage,  I  mean  American  carriers. 

Senator  Gregg.  Mr.  Secretary,  are  you  saying  that  England  has 
out-committed  us? 

Secretary  Pena.  To  the  contrary,  Senator,  it  is  that  there  is  a 
mechanism  in  place  that,  in  my  view,  makes  it  appear  or  at  least 
gives  the  English  Government  the  opportunity  to  say  it  is  not  my 
decision,  it  is  a  decision  of  this  committee.  Whereas,  in  our  country, 
I  don't  blame  that  decision  on  a  committee,  it  is  the  government's 
responsibility. 

So  we  are  having  those  conversations,  Mr.  Chairman  and  Sen- 
ator. I  believe  we  need  a  level  playing  field.  I  do  not  believe  we 
have  one  now,  and  we  will  do  all  that  we  can  to  make  sure  that 
we  have  a  level  playing  field. 

Chairman  Sasser.  Senator  Exon? 

Senator  Exon.  Mr.  Chairman,  thank  you  very  much. 

Mr.  Secretary,  once  again  I  welcome  you.  I  had  a  chance  to  make 
a  brief  opening  statement  to  congratulate  you  on  the  areas  that  you 
are  moving  forward  very  rapidly,  and  I  mentioned  at  that  time  the 
commission  that  we  have  been  trying  to  put  together,  and  I  under- 
stand that  matter  has  come  up  with  one  or  two  other  Senators  dur- 
ing the  questioning  session. 

I  have  been  necessarily  away.  I  have  some  good  news  for  you  on 
the  commission.  I  talked  with  Senator  Danforth  in  the  last  half 
hour  and  we  have  reached  a  compromise  on  some  matters  that 
were  holding  up  the  survey  of  the  Commerce  Committee  to  see  if 
we  could  get  the  bill  reported  out  without  a  hearing. 
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I  believe  now  that  we  have  accomplished  that,  with  the  caveat 
that  strange  things  happen  in  the  U.S.  Senate  from  time  to  time, 
but  I  believe  now  that  we  have  reached  a  compromise  that  will  ba- 
sically allow  us  to  proceed  pretty  much  along  the  lines  that  you 
outlined  when  we  had  that  press  conference  some  2  weeks  ago,  so 
I  think  now  we  are  ready  to  move. 

There  were  some  movements  to  try  and  get  a  30-day,  instead  of 
a  90-day  report  back  from  the  committee.  I  was  able  to  convince 
all  involved,  and  since  I  was  involved  in  this  from  the  beginning 
and  introduced  a  bill  in  the  first  place,  that  this  is  such  a  complex 
problem  that  I  think  the  committee  is  going  to  be  pressed  to  do  a 
workman-like  job  in  90  days,  and  I  thought  the  30-day  time  limit 
was  totally  unrealistic,  given  the  scope  of  the  problem. 

So  I  am  glad  to  report  to  you  now  for  the  first  time  publicly  that 
I  think  we  have  cleared  the  hurdles  in  the  U.S.  Senate  to  get  this 
passed.  I  heard  that  the  House  was  about  to  pass  the  measure  last 
night.  Does  anyone  know  whether  they  did  or  not? 

Secretary  Pena.  It  was  passed,  Senator. 

Senator  Exon.  It  was  passed,  so  it  is  on  its  way  over  here  now. 
I  do  not  know  and  hesitate  to  say  we  can  get  it  passed  this  week, 
but  that  is  going  to  be  our  goal  and  maybe  we  can  get  that  moving, 
because  I  know  that,  with  all  your  other  priorities,  is  your  number 
one  priority. 

I  also  salute  you  for  some  of  the  initiatives  that  have  been  talked 
about  here  today,  the  incentives,  especially  for  maglev  and  high- 
speed rail  that  I  have  been  involved  in,  as  chairman  of  the  Surface 
Transportation  Subcommittee,  from  the  very  beginning.  I  think 
those  are  futuristic  programs  that  look  to  the  future  to  improve  our 
infrastructure  in  America  in  transportation  and  communications. 

I  would  simply  say,  though,  as  I  said  at  the  White  House  yester- 
day in  meeting  with  the  President,  that  I  really  believe  before  we 
authorize  even  worthy  expenditures  to  stimulate  the  economy,  to 
provide  jobs  and  get  America  moving  once  again,  we  have  got  to 
couple  those,  it  seems  to  me,  in  some  kind  of  a  total  reconciliation 
package  whereby  we  put  the  spending  reductions,  the  tax  increases 
and  the  new  initiatives  in  one  package  together,  so  we  understand 
it. 

A  major  concern  to  some  of  us  who  have  served  on  this  commit- 
tee for  a  long  time  is  that  all  too  often  we  set  on  a  course  of  doing 
something  and  put  off  the  painful  cuts  to  the  end  and  somehow 
they  never  get  made.  So  I  am  not  as  enthusiastic  as  some  might 
be  with  regard  to  spending  more  money  before  we  know  what  the 
bottom  line  figure  is  with  regard  to  affecting  the  deficit  and,  there- 
fore, the  national  debt. 

Certainly,  I  think  the  President  is  very  wise  to  point  out  that  if 
his  program  works,  and  I  believe  that  we  have  to  have  some  addi- 
tional safeguards  in  that  program  and  I  have  suggested  in  many 
sources  for  the  first  time,  Mr.  Chairman,  we  incorporate  into  our 
budget  document  the  debt  saving  increase  limit,  tie  the  two  to- 
gether, then  we  are  successful  in  meeting  the  projection  and  goals, 
let's  say  if  we  are  going  to  have  a  $250  billion  deficit  at  the  end 
of  next  year,  then  that  means  we  are  going  to  have  to  borrow  $250 
billion  more  and  raise  the  national  debt  accordingly. 
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But  if  that  is  part  and  parcel  of  the  overall  budget  document, 
then  it  seems  to  me  we  are  being  honest  in  telling  the  people  ex- 
actly what  is  going  to  happen.  I  would  also  have  a  mechanism  that 
if,  for  example,  the  deficit  would  end  up  at  $300  billion,  instead  of 
$250  billion,  or  $350  billion  as  has  been  the  case  with  all  of  these 
well-meaning,  but  I  think  generally  ineffective  mechanisms, 
Gramm-Rudman,  Gramm-Rudman  II,  son  of  Gramm-Rudman,  the 
famed  conference  at  Andrews  Air  Force  Base,  all  well-intentioned, 
and  you  could  argue  that,  yes,  if  they  hadn't  been  accomplished, 
the  deficit  situation  and  the  national  debt  would  be  worse  today 
than  it  would  have  been  without  them. 

That  might  be  true,  but  the  facts  of  the  matter  are  that  the  defi- 
cit continues  to  go  up.  I  really  believe,  also,  that  we  need  to  do  a 
better  job,  those  of  us  in  Congress  and  you  in  the  administration, 
probably  led  by  the  President,  to  make  sure  that  the  people  who 
seem  to  be  rallying  behind  this  plan — and  I  am  glad  to  see  that, 
it  shows  the  people  may  be  ahead  of  the  Congress  in  wishing  to 
make  some  sacrifice  and  to  pay  some  more  taxes — if  we  can  get  the 
job  done.  There  is  going  to  be  great  disillusionment,  I  would  sug- 
gest, that  if  we  launch  on  a  program,  that  the  numbers  don't  work 
out  in  the  end,  there  is  going  to  be  further  loss  of  confidence  in  the 
ability  of  Washington  to  adequately  govern. 

So  I  would  say,  and  I  have  never  seen  any  polls,  but  I  would  sug- 
gest that  probably  too  few  people  in  the  United  States  really  under- 
stand the  difference  between  the  deficit  and  the  national  debt.  It 
would  seem  to  me  that  the  President  should  do  a  better  job  than 
he  has  thus  far  of  explaining  to  the  American  people  what  he  has 
inherited,  what  his  administration  has  inherited  with  the  national 
debt  going  from  under  $1  trillion  to  $4.1  trillion  now  as  he  takes 
office,  and  certainly  going  up  to  $4.5  trillion  in  the  next  few  weeks. 

If,  as  Senator  Grassley  said  earlier  in  the  hearing  today,  under 
the  President's  program,  that  the  National  debt  is  going  to  be  $5 
trillion  in  4  years,  I  say,  in  my  view,  it  will  be  a  major  accomplish- 
ment almost  unbelievable,  if  the  national  debt  is  not  higher  than 
$5  trillion  4  years  from  now. 

That  is  another  way  of  saying  that  I  think  that  the  news  media, 
and  most  of  our  talk  is  centered  around  the  deficit,  and  the  deficit, 
of  course,  is  strictly  important,  because  at  the  end  of  each  and 
every  year,  which  maybe  most  people  do  not  understand,  we  simply 
transfer  whatever  that  shortfall  is  of  that  deficit  over  the  national 
debt.  The  national  debt  or  the  interest  on  the  national  debt  particu- 
larly is  the  fastest  growing  portion  of  the  budget. 

Now,  it  is  true  that  you  have  to  cure  the  deficit  first.  I  am  fear- 
ful, though,  that  too  many  people  believe  that  the  $300  to  $350  bil- 
lion deficit  is  the  problem.  That  is  just  one  of  the  problems.  People 
look  at  it  and  say,  well,  you  have  got  $1.5  trillion  total  budget,  you 
could  cut  $300  million  off  of  that  if  you  wanted  to  and  that  would 
solve  the  problem. 

Even  if  we  did  that,  we  haven't  begun  to  attack  the  real  dragon 
of  the  future,  the  national  debt,  and  I  believe  that  there  should  be 
better  understanding  in  the  public  at  large  that  the  difference  be- 
tween the  deficit  and  the  national  debt  I  think  in  all  too  many 
cases  is  kind  of  lumped  in  together  and  one  of  the  same,  of  which, 
which  it  is  not. 
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So  I  just  simply  say  that  I  am  looking  forward  to  working  with 
you.  I  think  you  have  very  imaginative  concepts  and  ideas  and  I 
assure  you  that,  both  on  this  committee  and  over  in  the  Commerce 
Committee,  which  has  direct  oversight  of  you  and  your  various  de- 
partments, I  think  we  are  going  to  make  some  significant  progress, 
and  I  salute  you  for  the  openness  that  you  have  had  all  during  this 
process. 

We  will  not  always  agree,  but  I  hope  at  least  we  will  have  a  full 
understanding  of  the  viewpoints  and  where  all  of  us  are  coming 
from,  as  we  make  necessary  changes  in  the  future  for  the  good  of 
America. 

Chairman  Sasser.  Senator  Gregg,  do  you  have  any  further  ques- 
tions? 

Senator  Gregg.  Yes,  I  just  wondered  if  I  could  ask  a  couple  more 
questions  of  the  Secretary.  I  know  we  have  had  him  here  a  long 
time. 

Secretary  Pena.  That  is  all  right. 

Senator  Gregg.  I  appreciate  that.  Have  you  looked  at  all  at  the 
military  base  closure  bill?  I  noticed  in  one  of  the  articles  written 
that  you  felt  that  we  were  not  going  to  be  able  to  do  airports  in 
the  future,  and  that  may  be  an  over-generalization  made  by  the 
press.  But  have  you  looked  at  all  at  the  base  closure  bill  and  the 
implications  of  that  for  resources  that  might  be  available  for  major 
airports? 

In  New  England,  we  need  in  addition  to  Logan,  and  there  has 
been  talk  about  a  couple  of  facilities,  Devon  I  guess  is  the  one  that 
is  being  focused  on  the  most  closely.  But  I  was  wondering  if  the  De- 
partment of  Transportation  was  actively  seeking  out  some  of  these 
resources  as  an  alternative  in  the  airport  area. 

Secretary  Pena.  Senator,  I  know  that  the  department  in  the  past 
had  been  looking  at  those  issues.  I  know,  for  example,  in  Austin, 
TX,  there  was  a  great  debate  about  converting  Bergstrom  Field  and 
using  that  as  a  new  airport,  instead  of  a  site  that  was  picked.  I  lost 
track  of  what  final  decision  was  made  there,  if  any. 

I  have  not  had  time  since  I  have  been  in  this  position  to  meet 
with  the  FAA  specifically  to  see  where  they  are  in  their  analysis 
of  looking  at  base  closures  as  an  option.  Again,  I  welcome  any 
thoughts  or  suggestions  you  might  have  in  that  regard.  I  just  have 
not  had  the  time  to  do  that  yet. 

Senator  Gregg.  I  think  it  is  an  opportunity  and  something  that 
obviously,  when  you  get  a  chance,  I  think  it  is  a  chance  to  address 
this  major  issue  of  how  you  site  new  airports,  having  been  through 
it  in  Colorado.  We  need  to  go  through  it  in  New  England,  and  there 
is  some  significant  potential  there. 

On  the  personnel  count,  you  have  represented,  I  understand,  that 
you  are  going  to  eliminate  2,800  full-time  equivalent  staff  people. 
What  is  a  full-time  equivalent  staff  person?  Is  that  a  person  who 
exists,  or  is  that  a  person  who  is  budgeted  for  but  does  not  exist? 

Secretary  Pena.  Well,  preliminarily  we  are  hopeful  that  we  can 
do  this  by  attrition.  If  necessary,  we  will  take  whatever  steps  nec- 
essary to  insure  that  we  meet  that  target. 

Senator  Gregg.  What  is  your  present  number  or  head  count  that 
you  have  that  you  are  working  on  as  a  base? 
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Secretary  Pena.  70,000  civilians.  We  have  to  take  out  the 
noncivilian  side  of  DOT. 

Senator  Gregg.  So  you  expect  to  be  down  by  1995  from  70,000 
to  67,200? 

Secretary  Pena.  Correct. 

Senator  Gregg.  And  of  that  70,000,  what  is  the  actual  number 
of  people  who  are  in  place  versus  positions  that  are  open?  What  is 
your  rotating  open  positions,  do  you  know? 

Secretary  Pena.  Senator,  without  giving  an  exact  figure,  we  are 
slightly  below  that  70,000  figure. 

Senator  Gregg.  You  might  be  down  to  68,000  now? 

Secretary  Pena.  No. 

Senator  Gregg.  Not  that  low? 

Secretary  Pena.  If  you  would  like,  we  would  be  happy  to  try  to 
give  you  a  more  specific  figure. 

Senator  Gregg.  Yes,  I  would  appreciate  it  if  you  could  send  me 
along  some  numbers  that  would  fill  in  those  blanks  for  me. 

Secretary  Pena.  We  can  do  that. 

[The  following  clarifying  information  was  subsequently  supplied 
for  the  record:] 

The  reduction  in  civilian  full  time  equivalent  (FTE)  staff  years  will  begin  in  FY 
1993.  The  base  for  the  Department  is  the  FY  1993  enacted  level  of  70,419  FTE 
which  includes  ceiling  and  nonceiling  (e.g..  summer  aides  and  stay-in-school)  person- 
nel. Based  on  employment  as  of  the  end  of  January,  the  Department's  FY  1993  FTE 
utilization  rate  was  projected  at  69,160  FTE.  Our  FY  1995  goal  is  67,603. 

Senator  Gregg.  Thank  you. 

Senator  Exon.  I  have  one  last  question,  Mr.  Chairman,  if  I 
might. 

There  was  a  rather  interesting  story  in  the  Washington  Post  this 
morning,  Mr.  Secretary.  I  do  not  know  whether  you  have  had  a 
chance  to  read  it  or  not.  It  was  with  regard  to  the  concessions  now 
from  the  FAA  that  they  are  far  behind  and  far  over-cost  on  the 
rather  expansive  plans  that  have  been  in  the  works  for  the  control 
of  aircraft  around  the  Nation  as  a  whole,  and  some  further  an- 
nounced delays,  I  believe  up  to  18  months  to  try  to  get  a  handle 
on  things.  Have  you  had  much  of  a  chance  to  get  into  that  yet,  and 
can  you  enlighten  us  any,  other  than  the  story  that  came  out  today, 
most  of  which  I  was  familiar  with? 

Secretary  Pena.  Senator,  I  have  had  some  opportunity  to  put  my 
hands  around  that  issue.  I  am  glad  to  see  that  the  meeting  that 
was  held  yesterday  has  already  been  reported  in  the  Washington 
Post  before  I  got  the  briefing  myself.  So  there  was  a  day-long  meet- 
ing yesterday,  and  I  guess  this  is  typical  of  what  happens  in  Wash- 
ington, to  analyze  where  we  are  with  that  problem.  I  was  supposed 
to  have  been  briefed  after  that  meeting  and  obviously  I  have  not 
been,  and  I  have  not  read  the  article,  either. 

Senator  Exon.  Thank  you,  Mr.  Secretary. 

Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you. 

Mr.  Secretary,  I  want  to  thank  you  very  much  for  your  appear- 
ance here  this  morning.  We  very  much  appreciate  your  presen- 
tation. 

Before  you  leave,  I  would  like  to  urge  you  to  push  for  your  ap- 
pointments, to  push  as  hard  as  you  can  to  get  these  appointments 
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in  place  as  fast  as  you  can,  particularly  the  FAA  Administrator.  I 
think  that  is  a  very  critical  and  crucial  appointment. 

I  know  in  a  brief  conversation  I  had  with  you  on  the  elevator  this 
morning,  that  you — I  will  not  say  you  are  frustrated,  but  you  do 
know  it  takes,  it  appears,  an  in  ordinate  amount  of  time  to  get 
someone  actually  on  the  job.  It  has  been  my  experience  around 
here  many  times  that  the  squeaky  wheel  gets  the  grease,  so  keep 
on  pushing  on  those  appointments,  particularly  the  FAA  Adminis- 
trator. 

Secretary  Pena.  Yes. 

Chairman  SASSER.  Thank  you  very  much. 

There  being  nothing  further  to  come  before  the  committee  this 
morning,  the  committee  will  stand  adjourned. 

[Whereupon,  at  12:24  p.m.,  the  committee  adjourned.] 


OVERVIEW  OF  TAX  EXPENDITURES  IN  THE 

BUDGET  PROCESS 


WEDNESDAY,  FEBRUARY  3,  1993 

U.S.  Senate, 
Committee  on  the  Budget, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10:42  a.m.,  in  room 
SD-608,  Dirksen  Senate  Office  Building,  Hon.  Jim  Sasser  (chair- 
man of  the  committee)  presiding. 

Present:  Senators  Sasser,  Simon,  Brown,  Gorton,  and  Gregg. 

Staff  present:  Larry  Stein,  staff  director;  John  J.  Callahan,  dep- 
uty staff  director;  and  Dave  Williams,  assistant  director  for  phys- 
ical and  natural  resources. 

For  the  minority:  G.  William  Hoagland,  staff  director;  and  Cheri 
Reidy,  economist  and  senior  analyst  for  revenues. 

OPENING  STATEMENT  OF  CHAIRMAN  SASSER 

Chairman  Sasser.  The  committee  will  come  to  order. 

I  want  to  welcome  our  witnesses  here  this  morning.  We  have  a 
distinguished  panel  of  scholars  who  will  address  the  role  of  tax  ex- 
penditures in  the  Federal  budget  process.  Joining  us  are  Dr.  Jane 
Gravelle,  a  senior  specialist  at  the  Congressional  Research  Service, 
Dr.  Eugene  Steuerle  of  the  Urban  Institute,  and  Dr.  Paul  McDaniel 
of  the  University  of  Florida. 

I  want  to  apologize  to  our  witnesses  for  our  delay  in  getting 
under  way  today.  After  scheduling  this  hearing,  we  had  a  series  of 
votes  that  were  put  on  the  calendar  for  this  morning  in  an  effort 
to  try  to  move  some  legislation  expeditiously.  That  is  the  reason  for 
our  delay. 

Senator  Domenici,  our  distinguished  ranking  member,  has  been 
here,  but  had  to  depart  to  appear  before  the  Rules  Committee  this 
morning,  and  Senator  Gregg  is  here  representing  the  minority. 

Last  week  the  committee  received  more  than  its  share  of  bad 
news.  The  budget  deficit  is  worse  than  had  been  previously  esti- 
mated. Revenues  haven't  lived  up  to  expectations;  and  the  long- 
awaited  economic  recovery,  while  showing  considerable  promise, 
still  has  a  way  to  go,  judging  from  what  Dr.  Alan  Greenspan  told 
us  the  other  day  and  from  other  objective  data. 

There  seems  little  doubt  that  the  Congress  will  have  to  make 
some  deep  and  painful  cuts  in  the  budget.  In  this  regard,  I  want 
to  say  that  one  of  our  colleagues  stated  the  other  day  that  we  must 
scrutinize  every  item  of  the  budget  and  that  nothing  should  be  sac- 
rosanct. I  think  that  is  correct.  We  must  scrutinize  not  only  out- 
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lays,  we  must  scrutinize  not  only  entitlements,  but  we  have  got  to 
look  at  so-called  back-door  spending  as  well. 

We  begin  that  examination  today  with  a  close  look  at  the  drain 
on  the  Treasury  that  has  long  escaped  the  deficit  ax — tax  expendi- 
tures. 

Now,  what  is  a  tax  expenditure?  Well,  simply  put,  a  tax  expendi- 
ture is  any  Tax  Code  provision  that  forgoes  revenue  and  gives  a 
break  to  a  group  of  individuals  or  a  particular  business  or  a  collec- 
tion of  interests.  The  word  "expenditure"  is  used  to  highlight  the 
fact  that  these  so-called  tax  breaks  are  in  many  ways  the  same  as 
if  the  Federal  Government  had  written  a  check  to  the  parties  in 
question. 

The  problem  with  tax  expenditures — they  have  been  criticized  for 
this — is  that  once  a  tax  expenditure  is  enacted,  it  simply  drops  off 
the  radar  scope.  Tax  expenditures  are  shadow  or  stealth  entitle- 
ments that  no  one  ever  hears  about,  and  they  receive  far  less  re- 
view than  mandatory  spending  programs. 

But  tax  expenditures  cost  the  Treasury  or  will  cost  the  Treasury 
more  than  $400  billion  in  fiscal  year  1993.  And  by  fiscal  year  1997, 
tax  expenditures  will  increase  to  $526  billion.  So  just  on  their  own, 
tax  expenditures  cost  at  the  present  time  $100  billion  more  than 
social  security  and  $170  billion  more  than  total  discretionary 
spending. 

Now,  tax  expenditures  are  neither  fish  nor  fowl,  so  no  one  knows 
really  what  to  do  with  them.  Even  though  they  add  to  the  deficit, 
just  as  do  direct  spending  programs,  tax  expenditures  escape  any 
sort  of  systematic  fiscal  control  or  oversight. 

Yet  ironically,  even  though  tax  expenditures  will  give  a  certain 
special  treatment  to  a  segment  of  the  population  or  to  certain  busi- 
nesses and  they  repeat  year  after  year,  tax  expenditures  are  not 
seen  as  entitlements. 

Now,  there  has  been  some  controversy  about  placing  caps  on 
mandatory  spending.  Some  of  our  colleagues  have  advocated  that 
very  strongly.  But  we  have  heard  no  one  advocating  a  cap  for  tax 
expenditures,  even  though  tax  expenditures  operate  in  much  the 
same  way  as  many  entitlement  programs  and  cost  us  just  as  much. 

Let  me  give  you  an  example.  In  fiscal  year  1993,  in  that  function 
of  the  budget  entitled  Commerce  and  Housing  Credit  outlays,  the 
outlays  are  proposed  to  reach  slightly  more  than  $22  billion.  How- 
ever, tax  expenditures  in  the  same  area  are  nearly  $143  billion. 

Now,  I  am  not  criticizing  the  specific  programs  that  fall  under 
the  Commerce  and  Housing  Credit  function.  But  by  masquerading 
as  a  tax  expenditure,  a  program  or  activity  that  might  not  be  able 
to  pass  congressional  muster  if  it  had  to  be  directly  funded  is  then 
indirectly  funded  by  a  tax  expenditure. 

One  last  point.  We  hear  some  talk  about  cutting  all  kinds  of 
spending,  and  surely  we  have  got  to  do  that.  But  there  is  a  re- 
sounding silence  when  it  comes  to  tax  expenditures.  And  my  sense 
of  it  is  that,  if  we  examine  these  tax  expenditures  carefully,  the 
vast  majority  are  tilted  toward  aiding  the  very  affluent  in  our  soci- 
ety. 

There  is  much  welfare  for  the  rich  in  tax  expenditures.  So  when 
we  talk  about  freezing  cost-of-living  adjustments  or  we  talk  about 
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cutting  our  budget  to  the  sinew  and  bone,  there  are  maybe  a  few 
layers  of  tax  expenditure  fat  that  we  could  slice  away  just  as  well. 
I  want  to  welcome  the  panel,  but  before  getting  into  introducing 
them  this  morning,  I  would  like  to  turn  to  our  colleagues  and  see 
if  they  have  any  opening  comments.  Senator  Gregg? 

OPENING  STATEMENT  OF  SENATOR  GREGG 

Senator  Gregg.  Thank  you,  Mr.  Chairman. 

My  view  of  tax  expenditures  is  a  little  different  in  the  sense  that 
I  think  the  whole  concept  is  dysfunctional,  because  it  means  that 
what  you  are  basically  saying  is  that  either,  one,  if  you  believe  that 
tax  expenditures  are  a  problem,  you  are  saying  that  you  must  be 
supportive  of  a  flat-rate  tax  that  has  no  deductions,  or  maybe  a 
progressive  tax  that  has  no  deductions;  that  you  must  be  support- 
ive of  a  tax  law  that  has  no  deductions.  And  that  makes  some 
sense  to  some  people,  but  not  a  great  deal  to  me. 

Or,  second,  the  concept  that  tax  expenditures  are  losing  the  Gov- 
ernment a  right  that  it  should  have  has  the  underlying  concept 
that  Government  has  a  fundamental  right  to  the  income  of  individ- 
uals, which  I  also  don't  subscribe  to;  or  possibly  that  all  income 
should  be  the  Government's  and  that  anything  that  goes  back  to 
the  individuals  is  a  tax  expenditure  and  a  cost  to  the  Government. 

Thus,  I  sense  that  the  philosophy  that  tax  expenditures  are  in- 
herently bad  or  a  problem  proceeds  from  these  two  basic  beliefs, 
neither  of  which  I  can  really  subscribe  to. 

Tax  expenditures  really  aren't  fundamentally  wrong.  Tax  expend- 
itures are  basically  a  statement  by  the  Government  that  it  wishes 
to  encourage  through  public  policy  certain  activity.  And  it  is  not  a 
question  of  the  Government  losing  funds  or  gaining  funds  which  a 
private  individual  has  earned.  It  is  a  question,  rather,  of  the  Gov- 
ernment making  a  decision  that  it  wishes  to  encourage  through  the 
tax  laws  a  certain  type  of  economic  or  social  activity. 

Now,  there  are  those  in  our  society  who  do  not  believe  the  tax 
laws  should  be  used  in  this  way,  and,  therefore,  they  subscribe  to 
a  tax  based  on  gross  income  which  has  no  deductions,  whether  it 
be  progressive  or  flat-rate.  But  we  as  a  Government  have  always 
recognized  the  incredible  incentive  which  is  generated  in  society 
through  the  tax  laws  to  accomplish  certain  goals,  some  of  them  eco- 
nomic and  some  of  them  social. 

Therefore,  I  don't  think  we  should  approach  the  issue  of  tax  ex- 
penditures from  a  standpoint  of  is  it  gaining  revenue  for  the  Gov- 
ernment or  is  it  losing  revenue  for  the  Government  which  the  Gov- 
ernment has  some  inherent  right  to,  because  I  think  that  that 
misses  the  point.  I  think  what  we  should  be  looking  at  when  we 
evaluate  tax  expenditures  is:  Is  it  encouraging  an  economic  activity 
which  the  Government  should  be  encouraging  or  not?  Or  is  it  en- 
couraging a  social  policy  which  the  Government  deems  to  be  signifi- 
cant and  important  or  not? 

The  classic  debate,  I  think,  in  this  Congress  is  going  to  be  over 
tax  expenditures  in  the  area  of  health  care  and  to  what  extent  the 
Government  should,  through  the  tax  laws,  encourage  private 
health  care  or  not  encourage  private  health  care,  which  is  very 
much  a  major  element  of  the  whole  debate  of  health  care  and  how 
we  finance  it  and  how  it  is  delivered  in  this  Nation.  And  the  tax 
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expenditure  item  that  we  incur  in  the  area  of  health  care  is  dra- 
matic. I  think  it  is  somewhere  in  the  vicinity  of  $50  to  $60  billion 
a  year  and,  as  a  result,  represents  a  significant  function  of  what 
the  Government  encourages  through  the  tax  laws  in  the  area  of 
health  insurance. 

So  I  would  like  us  to  approach  it  that  way,  or  at  least  that  is 
the  way  I  intend  to  approach  it  as  I  look  at  these  tax  expenditure 
items.  Is  there  a  significant  economic  or  social  benefit  driven  by  the 
policy  which  allows  the  tax  expenditure  to  be  created,  not  is  this 
money  that  the  Government  should  rightly  have  and  that  an  indi- 
vidual should  not  be  allowed  to  keep,  and  not  is  it  appropriate  to 
go  to  a  tax  law  which  has  no  tax  expenditures  and,  therefore,  is 
a  tax  on  gross  income,  because  I  don't  believe  in  that  either. 

Thank  you. 

Chairman  Sasser.  Thank  you,  Senator  Gregg. 

Senator  Simon? 

OPENING  STATEMENT  OF  SENATOR  SIMON 

Senator  SlMON.  Thank  you  very  much. 

If  I  could  just  grab  on  to  the  remarks  of  my  colleague  from  New 
Hampshire  when  he  says  that  tax  deductions  are  not  fundamen- 
tally wrong — and  I  agree  with  that.  I  happen  to  favor,  for  example, 
an  investment  tax  credit.  I  think  it  is  something  that  we  need.  But 
when  he  says  we  should  not  approach  it  whether  it  makes  money 
or  not  for  the  Federal  Government,  I  think — and  I  may  be  taking 
it  out  of  context  here.  I  think  we  have  to  weigh  very  carefully  what 
we  do. 

I  regret  that  I  am  supposed  to  speak  downtown  very  shortly,  and 
I  am  going  to  have  to  miss  your  testimony.  Mary  Naylor  from  my 
staff  is  here.  But  Dr.  GraveUe,  whom  I  don't  believe  I  have  ever 
met  personally,  gave  us  an  example  of  a  tax  expenditure  that  is, 
I  think,  not  in  the  National  interest,  and  that  is  the  proposal  that 
carried,  unfortunately — not  with  my  vote — carried  in  the  end  of  the 
last  session,  and  that  is  to  give  a  $2  billion  a  year  break  to  corpora- 
tions that  acquire  other  corporations,  permitting  them  to  write  off 
intangible  assets.  We  have  always  been  able  to  write  off  plant  and 
equipment,  but  not  intangible  assets. 

This  is  $2  billion  that  serves  no  useful  function,  as  far  as  I  am 
concerned.  It  is  a  subsidy  to  corporations  that  acquire  other  cor- 
porations. That  is  not,  frankly,  what  we  ought  to  be  subsidizing  in 
our  society  today. 

When  my  friends,  for  example — I  assumed  somebody  looked  at 
my  disclosure  sheet  when  they  knew  I  was  going  to  offer  an 
amendment  on  this  and  saw  I  had  a  few  shares  of  Pepsi-Cola  stock, 
so  they  had  the  Pepsi-Cola  officers  come  in  and  see  me.  And  they 
said,  well,  we  have  invested  a  lot  of  money  to  build  up  the  name 
of  Pepsi-Cola.  And  I  had  two  responses.  One  is,  I  assume  whoever 
might  buy  Pepsi-Cola  would  assume  that  that  name  would  not  de- 
preciate, but,  in  fact,  the  value  would  increase.  Otherwise,  you 
wouldn't  buy  it.  And  then  I  said  a  second  thing:  You  spent  all  this 
money  to  build  up  the  name  of  Pepsi-Cola.  I  said,  Did  you  by  any 
chance  deduct  all  this  money  you  spent  on  advertising?  And,  of 
course,  the  answer  is  they  did. 
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I  think  we  have  to  be  careful  on  tax  expenditures,  and  an  exam- 
ple of  one  that  I  hope  we  do  not  repeat  the  error  on  is  this  intangi- 
ble assets  thing.  If  we  make  that  mistake  again  and  have  a  $2  bil- 
lion giveaway  to  corporations  that  just  gobble  up  other  corpora- 
tions, that  doesn't  make  sense.  If  we  have  tax  deductions  that  stim- 
ulate growth  of  jobs,  that  stimulate  research,  that  add  to  the  pro- 
ductivity of  our  Nation,  there  is  where  we  ought  to  use  our  re- 
sources. 

Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you,  Senator  Simon. 

I  might  say  from  personal  observation  of  Senator  Simon,  he  is 
very  loyal  to  Pepsi-Cola.  He  drinks  more  Pepsi-Colas,  I  think,  than 
anybody  else  in  the  U.  S.  Senate. 

Senator  Simon.  You  are  a  very  keen  observer  of  the  habits  of 
those  of  us  in  the  Senate.  [Laughter.] 

Chairman  Sasser.  That  is  the  source  of  his  enormous  energy. 

Senator  Brown? 

Senator  Brown.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  would  like  to  ask  unanimous  consent  that  the 
statement  of  the  Republican  ranking  member,  Senator  Domenici, 
be  entered  in  the  record. 

Chairman  Sasser.  It  will  be  included  in  the  record. 

[The  prepared  statement  of  Senator  Domenici  follows:] 

PREPARED  STATEMENT  OF  SENATOR  DOMENICI 

I  would  like  tojoin  with  the  Chairman  in  welcoming  our  expert  panel  of  witnesses 
here  today.  Dr.  Gravelle  and  Dr.  Steuerle  often  provide  sage  advice  on  the  econom- 
ics of  taxation,  and  we  are  grateful  that  they  are  willing  to  do  that  again  here  today. 
Professor  McDaniel  has  written  extensively  on  the  legal  and  political  aspects  of  tax- 
ation, and  we  look  forward  to  hearing  from  him. 

I  expect  to  hear  a  lot  of  comments  about  cutting  back  on  tax  expenditures  as  the 
most  fair  way  of  reducing  the  deficit.  I  think  several  Senators  on  this  committee  will 
say  we  should  delve  into  the  Code  and  ferret  out  the  good  and  the  bad  tax  expendi- 
tures. I  take  a  different  approach.  The  time  for  incremental  tinkering  is  over. 

Look  at  the  big  picture — why  are  we  in  there  tinkering  in  the  first  place?  Most 
often,  it's  because  we  want  to  offset  the  bias  of  our  current  tax  system  which  dis- 
courages investment,  saving,  and  job  creation.  We  sit  here  wondering  why  the 
American  people  don't  save  enough  and  why  businesses  don't  invest  enough  and 
why  enough  new  jobs  are  not  being  created.  We  then  go  ahead  and  tinker  with  the 
tax  code  to  try  and  provide  incentives  to  invest  or  save  or  create  jobs,  because  those 
goals  are  consistent  with  long  term  economic  growth  and  a  rising  standard  of  living. 
However,  I  am  convinced  that  this  tinkering  creates  rather  than  relieves  complex- 
ities, and  more  often  than  not  its  largest  effect  is  to  help  tax  lawyers  and  account- 
ants get  rich. 

We  need  bold  action,  bold  overhaul.  Some  folks  here  want  to  do  away  or  modify 
current  tax  expenditures — I  say  let's  scrap  all  the  tax  expenditures.  In  fact,  let's 
scrap  the  entire  tax  code.  We  need  to  replace  it  with  a  much  simpler  system  that 
starts  out  encouraging  savings  and  investment.  After  all,  if  you  can,  isn't  it  better 
to  start  off  where  you  want  to  be? 

Rather  than  taxing  income,  we  should  tax  spending.  We  should  be  starting  at  the 
point  where  saving  and  investment  are  exempt  from  taxation.  Like  water  flowing 
to  the  lowest  point,  income  flows  to  the  lowest  level  of  taxation.  Under  our  current 
tax  system,  an  income  is  taxed  at  a  higher  rate  when  it  is  invested  or  saved  and 
at  a  lower  rate  when  it  is  spent.  It  is  therefore  not  surprising  that  taxpayers  don't 
save  enough  or  invest  enougn.  Our  tax  system  should  be  neutral  so  that  neither  con- 
sumption nor  saving  is  subsidized. 

Tinkering  won't  do  it.  Bold  action  will. 
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There  was  a  discussion  at  Tuesday's  Budget  Committee  Hearing  with  CBO  Direc- 
tor Reischauer  regarding  effective  tax  rate  changes  at  the  very  highest  levels  of  in- 
come. Dr.  Reischauer  stated  that  we  would  raise  taxes  by  $32.6  billion  per  year  if 
we  increased  the  effective  tax  rate  from  the  top  1  percent  (currently  28.4  percent) 
back  to  its  level  in  1979  of  33.7  percent. 

In  a  New  York  Times  Op-Ed  piece  yesterday,  Senator  Sasser  says  we  should  seri- 
ously consider  restoring  the  rich  to  their  1979  tax  rate. 

If  we  were  to  increase  taxes  by  over  $30  billion  per  year  on  the  top  1  percent  of 
taxpayers,  it  would  mean  adding  a  fourth  marginal  rate  of  about  47  percent.  If  we 
added  a  millionaire's  surtax  of  10  percent  on  top  of  that,  a  millionaire's  marginal 
tax  rate  would  be  51.7  percent.  This  is  not  the  policy  to  be  advocating  when  your 
goal  is  to  create  jobs  and  investment  and  sustain  long  term  growth.  Moreover,  rais- 
ing tax  rates  this  high  means  existing  tax  expenditures  grow  even  larger,  and  the 
incentive  to  create  new  tax  expenditures  rises. 

Even  President  Clinton  in  'Tutting  People  First"  did  not  want  to  hit  the  rich  this 
hard.  His  proposals,  including  a  fourth  36-percent  bracket,  millionaire  surtax,  and 
individual  alternative  minimum  tax  increase  resulted  in  a  tax  increase  on  the  top 
1  percent  of  $18-20  billion  per  year. 

OPENING  STATEMENT  OF  SENATOR  BROWN 

Senator  Brown.  Thank  you,  Mr.  Chairman.  I  would  simply  add 
a  few  brief  comments,  if  I  could. 

It  strikes  me  that  the  concept  of  tax  expenditures  is  a  useful  one, 
has  great  merit  and  value.  But  I  do  have  some  concerns  about  it. 
In  the  testimony  today,  we  will  hear  about  the  sources  of  things 
that  are  considered  tax  expenditures.  There  are  things  like  credits, 
preferred  rates.  Those,  indeed,  I  think  are  valid  and  worth  looking 
at  and  perhaps  even  describing  as  a  tax  expenditure  because  a 
credit  is  something  where  we  literally  give  people  money,  albeit  in 
the  form  of  a  credit  on  their  tax  form. 

But  things  like  exclusions,  deductions,  and  exemptions  seem  to 
me  to  fall  into  an  entirely  different  category.  Those  are  items  that 
we  choose  not  to  tax.  To  assume  that  somehow  we  have  given 
someone  money  because  we  have  not  taken  their  earnings  from 
them  flies  in  the  face  of  everything  the  American  democratic  expe- 
rience stands  for  and  what  our  Constitution  specifically  protects. 
The  concept  of  private  property  is  fundamental  to  this  Nation.  And 
to  imply  literally  that  allowing  people  to  keep  income  which  they 
work  for  and  earn  and  create  themselves  as  some  sort  of  gift  is  lu- 
dicrous. 

The  underlying  implication  is  that  all  property  belongs  to  the 
Government  and  people  are  allowed  to  keep  it  only  because  some 
sort  of  gift  or  favor  has  been  done  them.  That  is  not  only  incorrect, 
but  it  flies  in  the  face  of  the  fundamental  precepts  of  the  American 
dream  and  experience  and  flies  specifically  in  the  face  of  the  pre- 
cepts of  the  American  Constitution. 

We  are  not  doing  anyone  any  special  favors  by  allowing  them  to 
keep  what  they  work  for  and  what  they  earn.  That,  I  think,  is  a 
great  mistake  in  the  precepts. 

Moreover,  I  think  the  tax  credits  have  a  problem  as  well.  I  for 
one  do  not  believe  they  have  been  handled  and  applied  even- 
handedly.  Things  that  are  politically  correct  have  been  ignored  in 
terms  of  tax  expenditures.  Things  which  are  not  politically  correct 
have  been  called  tax  expenditures.  No  even-handed  basis  has  been 
applied. 

If  we  are  going  to  apply  the  concept — and,  again,  I  think  it  is 
useful,  and  perhaps  useful  to  things  other  than  the  ones  that  are 
truly  credits — I  think  it  ought  to  be  applied  even-handedly  and  ob- 
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jectively,  with  an  objective  standard,  not  simply  pointing  out  things 
that  may  not  be  politically  correct  to  those  currently  in  power. 

Moreover,  part  of  the  implication  is  to  suggest  that  some  of  our 
problems  with  regard  to  balancing  the  budget  have  been  the  un- 
willingness of  this  Congress  to  raise  taxes  on  the  American  people. 
That  is  an  interesting  and  a  creative  position,  but,  Mr.  Chairman, 
it  is  not  one  that  I  subscribe  to. 

I  heard  that  argument  in  1982  used  to  justify  a  huge  tax  in- 
crease, and  the  deficit  went  up.  I  heard  that  argument  used  to  jus- 
tify a  huge  tax  increase  in  1986,  and  the  deficit  went  up.  I  heard 
that  argument  used  to  justify  a  huge  tax  increase  in  1990,  and  the 
deficit  went  up.  The  reality  is  we  also  have  to  begin  to  do  some- 
thing on  the  spending  side. 

Mr.  Chairman,  I  commend  you  for  calling  this  hearing.  I  think 
it  will  add  valuable  input  to  our  process.  I  look  forward  to  the  testi- 
mony we  are  to  hear. 

Chairman  Sasser.  Thank  you,  Senator  Brown. 

Our  panel  today  is  a  distinguished  one.  We  have  Dr.  Jane  G. 
Gravelle,  who  is  a  senior  specialist  in  economic  policy  at  the  Con- 
gressional Research  Service  of  the  Library  of  Congress.  She  has 
also  served  on  leave  at  the  Department  of  Labor  and  the  Treasury 
Department's  Office  of  Tax  Analysis  and  has  been  a  professor  at 
Boston  University. 

Dr.  Gravelle  has  published  numerous  papers  and  academic  jour- 
nals and  currently  serves  on  the  editorial  board  of  the  National 
Tax  Journal.  She  received  a  B.A.  and  M.A.  from  the  University  of 
Georgia  and  her  Ph.D.  from  George  Washington  University. 

Our  next  panelist  is  Paul  R.  McDaniel,  who  is  a  member  and 
chair  of  the  tax  department  of  the  Boston  law  firm  of  Hill  and  Bar- 
low. He  is  currently  serving  as  visiting  professor  of  law  at  the  Uni- 
versity of  Florida  in  Gainesville,  and  from  1970  to  1987  he  was  pro- 
fessor of  law  at  Boston  College  Law  School.  From  1967  to  1969,  he 
served  in  the  Office  of  Tax  Legislative  Counsel  at  the  Treasury  De- 
partment. He  is  the  coauthor  of  "Introduction  to  United  States 
International  Taxation,"  as  well  as  several  widely  used  law  course 
books. 

Our  final  panelist  is  Dr.  Eugene  Steuerle,  who  is  a  senior  fellow 
at  The  Urban  Institute.  In  addition,  he  is  the  author  of  a  weekly 
column,  "Economic  Perspective"  for  Tax  Note  Magazine,  and  is  the 
president  of  the  National  Economists  Club  Education  Foundation. 
Dr.  Steuerle  serves  and  has  recently  served  as  an  adviser  and  con- 
sultant to  the  National  Commission  on  Children,  the  Ways  and 
Means  Committee  in  the  House,  the  International  Monetary  Fund, 
the  Children's  Defense  Fund,  the  Internal  Revenue  Service,  and  as 
a  member  of  the  Capital  Formation  Subcouncil  of  the  Competitive- 
ness Policy  Council. 

Dr.  Steuerle  has  also  been  a  Federal  executive  fellow  at  the 
Brookings  Institute  and  a  resident  fellow  at  the  American  Enter- 
prise Institute.  He  received  his  Ph.D.  at  the  University  of  Wiscon- 
sin. 

Dr.  Gravelle,  we  will  start  with  you,  on  my  left,  and  then  Dr. 
Steuerle,  and  then  Dr.  McDaniel. 
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STATEMENT  OF  DR.  JANE  G.  GRAVELLE,  SENIOR  SPECIALIST 
IN  ECONOMIC  POLICY,  CONGRESSIONAL  RESEARCH  SERVICE 

Dr.  Gravelle.  Thank  you.  I  would  like  to  thank  you  for  the  invi- 
tation to  appear  here  today  to  discuss  tax  expenditures  and  the  tax 
expenditure  budget. 

Tax  policy  has  been  carried  out  for  most  of  its  history  without 
any  comprehensive  cataloging  of  the  cost  of  special  tax  benefits. 
Economists  had  enumerated  some  of  these  benefits,  but  it  was  not 
until  the  development  of  the  tax  expenditure  concept  in  1968  that 
a  consistent  measurement  of  the  size  of  these  special  departures 
began. 

The  notion  behind  a  tax  expenditure  budget  is  simply  that  the 
financial  benefits  or  incentives  could  be  provided  either  through  di- 
rect budgetary  expenditures  or  through  the  tax  system.  The  special 
benefits  in  the  tax  system  could  be  viewed,  in  certain  important  re- 
spects, in  the  same  light  as  direct  outlays. 

In  order  to  have  a  more  complete  accounting  of  the  role  of  the 
Federal  Government,  the  dollar  value  of  these  tax  benefits  should 
be  tracked.  This  notion  was  formalized  in  1974,  when  the  Budget 
Act  required  an  enumeration  of  these  tax  expenditures;  a  list  of  tax 
expenditures  is  currently  included  in  the  budget  documents  and  is 
provided  in  annual  estimates  by  the  Joint  Tax  Committee.  The 
Senate  Budget  Committee  has  also  published,  periodically,  a  com- 
pendium that  provides  information  on  the  tax  expenditure  items. 
The  latest  edition  was  published  last  year. 

Although  it  is  not  precisely  correct  to  add  up  the  tax  expendi- 
tures, since  some  provisions  interact  with  each  other,  the  general 
magnitude  of  these  tax  expenditures  is  large — about  $400  billion  in 
fiscal  year  1993. 

Tax  expenditures  are  defined  as  special  exclusions,  deductions, 
exemptions  and  credits,  preferential  rates,  or  a  deferral  of  tax  li- 
ability. They  are  classified  as  tax  expenditures  by  the  joint  commit- 
tee if  they  depart  from  a  normal  tax  base,  although  some  items 
with  a  very  small  revenue  cost  are  excluded.  This  normal  tax  base 
bears  a  very  close  resemblance  to  the  economist's  definition  of  in- 
come. The  definition  of  tax  expenditures  by  the  Treasury  has  var- 
ied with  different  Administrations;  the  current  one  is  narrower  in 
concept  and  less  detailed  than  that  of  the  Joint  Tax  Committee. 

Tax  expenditures  differ  from  direct  expenditures  in  origin,  in  fre- 
quency of  legislative  review,  in  allocation  across  the  budget  func- 
tions, and  in  distributional  consequences.  It  is  frequently  the  latter 
aspect  that  has  garnered  much  attention.  In  fact,  some  authors 
have  characterized  tax  expenditures  as  "upside-down"  expenditures 
that  help  rich  people  the  most,  help  ordinary-income  people  a  bit, 
and  leave  poor  people  out  altogether. 

Stanley  Surrey,  who  coined  the  term  "tax  expenditure"  when  he 
was  Assistant  Secretary  of  Treasury  for  Tax  Policy,  once  said,  and 
I  quote:  "Indeed,  it  is  doubtful  that  most  of  our  existing  tax  incen- 
tives would  ever  have  been  introduced,  let  alone  accepted,  if  so 
structured  [as  expenditures]  and  many  would  be  laughed  out  of 
Congress." 

In  the  following  remarks,  I  would  like  to  contrast  the  tax  expend- 
iture budget  with  the  direct  budget. 
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Tax  expenditures  are  like  entitlements  in  that  they  are  not  en- 
acted on  an  annual  basis.  Indeed,  they  tend  to  be  reviewed  less  fre- 
quently than  entitlements.  Many,  perhaps  most,  persist  unchanged 
year  after  year.  Occasions  when  a  wide  array  of  these  expenditures 
are  reviewed  is  rare;  an  example  is  the  Tax  Reform  Act  of  1986. 
Moreover,  as  the  history  in  the  tax  expenditure  compendium  that 
was  published  last  year  illustrates,  the  origins  of  tax  expenditures 
may  frequently  bear  little  relationship  to  today's  conditions. 

As  an  illustration,  consider  the  allowances  for  percentage  deple- 
tion. This  provision  allows  firms  to  deduct  a  percentage  of  output, 
as  a  substitute  for  recovering  the  costs  of  acquiring  mineral  depos- 
its. These  deductions  may  be  much  larger  than  the  actual  cost  of 
the  investment. 

The  allowance  for  percentage  depletion  started  back  in  1918  with 
a  provision  called  discovery  value  depletion.  It  allowed  for  cost  re- 
covery to  be  based  on  fair  market  value  after  the  deposit  was  dis- 
covered rather  than  cost.  The  reason,  as  given  in  legislative  his- 
tory, was  to  equate  the  treatment  of  these  properties  with  prop- 
erties already  in  existence  before  1913  which,  because  the  tax  law 
had  been  enacted,  were  given  their  fair  market  value  in  1913.  And 
it  was  also  pointed  out  that  these  new  properties  were  contributing 
to  the  war  effort.  This  is  World  War  I  that  I  am  talking  about. 

Over  time,  a  deduction  allowing  for  a  percentage  of  output  was 
substituted  to  simplify  administration,  and  other  minerals  were 
given  similar  allowances  in  the  interest  of  equal  treatment.  In  fact, 
the  allowance  was  repealed  for  oil  and  gas  in  the  mid-1970's,  but 
retained  for  other  minerals.  The  existing  allowances  today  trace 
their  roots  to  a  temporary  condition,  and  a  war,  that  was  70  years 
in  the  past. 

Many  other  provisions  in  the  tax  expenditure  budget  date  from 
the  early  years  of  the  income  tax,  some  from  regulation  rather  than 
statutory  action,  at  a  time  when  accounting  and  legal  principles 
were  different  and  less  sophisticated  than  they  are  today  and  when 
the  economic  issues  played  a  much  smaller  role. 

For  example,  the  deferral  of  tax  on  income  earned  by  foreign  sub- 
sidiaries of  U.S.  corporations  dates  from  the  1909  corporate  income 
tax.  This  provision  presumably  reflected  a  legal  notion  that  these 
corporations  couldn't  be  subject  to  tax.  It  wasn't  very  important  be- 
cause multinational  corporations  weren't  very  important  back  then. 
It  was  not  until  the  Kennedy  administration  that  questions  were 
finally  raised  about  the  desirability  of  this  provision  from  an  eco- 
nomic and  tax  administration  standpoint  and  when  it  had  been 
subject  to  a  great  deal  of  abuse. 

There  are  numerous  other  instances  where  tax  expenditures 
originate  in  full  or  in  part  from  regulation  rather  than  statute  or 
where  the  provisions  were  enacted  in  response  to  economic  condi- 
tions that  have  long  since  changed. 

Tax  expenditures  also  differ  considerably  from  direct  expendi- 
tures in  the  share  devoted  to  different  budgetary  functions,  and  in 
my  written  testimony,  I  have  provided  a  table  which  shows  these 
functional  distributions  for  the  direct  budget  and  also  for  tax  ex- 
penditures. 

Based  on  1982  outlays,  the  direct  budget  allocated  22  percent  to 
defense,  21  percent  to  social  security,  14  percent  each  to  interest 
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and  income  security,  9  percent  to  medicare,  and  6  percent  to 
health.  The  remainder  of  the  categories  each  accounted  for  less 
than  3  percent. 

Based  on  fiscal  year  1993  estimates,  35  percent  of  tax  expendi- 
tures go  to  commerce  and  housing.  The  remaining  larger  shares  are 
19  percent  to  income  security,  13  percent  to  health,  9  percent  to 
general  government,  8  percent  to  education,  employment,  and  so- 
cial services,  and  6  percent  to  social  security. 

These  aggregates  conceal  some  other  important  differences,  par- 
ticularly the  distribution  of  benefits.  The  category  of  commerce  and 
housing,  which  accounts  for  less  than  1  percent  of  the  direct  budg- 
et, accounts  for  over  a  third  of  tax  expenditures.  In  dollar  amounts, 
this  category  accounts  for  a  $10  billion  outlay  in  the  direct  budget, 
but  $140  billion  in  the  tax  expenditure  budget.  Within  that  tax  ex- 
penditure category,  54  percent  is  associated  with  owner-occupied 
housing,  which  tends  to  benefit  higher-income  individuals.  Over  80 
percent  of  these  benefits  go  to  the  top  fifth  of  taxpayers.  Another 
8  percent  of  this  category,  commerce  and  housing,  is  associated 
with  insurance  company  investments. 

While  the  income  security  category  is  important  in  both  the  di- 
rect budget  and  the  tax  expenditure  budget,  the  beneficiaries  are 
quite  different.  Much  of  the  income  security  outlays  in  the  direct 
budget,  over  80  percent,  is  directed  to  lower-income  individuals 
through  means-tested  welfare  programs  and  unemployment  com- 
pensation. About  80  percent  of  the  tax  expenditures  in  this  cat- 
egory in  the  tax  expenditure  budget  are  associated  with  pension 
plans  which  disproportionately  benefit  higher-income  individuals. 

Similarly,  while  the  health  category  constitutes  a  larger  share  of 
the  tax  expenditure  budget  than  it  does  of  the  regular  budget,  over 
85  percent  of  the  health-related  tax  expenditures  are  for  employer- 
provided  health  care.  As  in  the  case  of  income  security,  the  bene- 
ficiaries of  the  direct  budgetary  expenditures  tend  to  be  lower-in- 
come individuals — 70  percent  of  this  direct  budget  category  is  di- 
rected to  medicaid — while  the  beneficiaries  of  the  tax  expenditures 
tend  to  be  higher-income  individuals. 

Although  a  large  fraction  of  the  tax  expenditure  budget  goes  to 
education,  employment,  and  social  services,  as  compared  to  the  reg- 
ular budget,  more  than  half  of  these  tax  expenditures  arise  from 
deductions  for  charitable  contributions.  Much  of  the  remainder  is 
due  to  exclusion  of  employee  fringe  benefits. 

As  suggested  by  these  examples,  the  distribution  of  direct  bene- 
fits of  tax  expenditures  across  the  income  classes  is  quite  different 
from  the  distribution  of  direct  expenditures.  Most  direct  expendi- 
tures benefit  the  population  at  large,  such  as  defense,  medicare, 
and  social  security,  or  they  tend  to  be  explicitly  directed  to  lower- 
income  individuals,  such  as  medicaid  and  income  security.  Tax  ex- 
penditures, for  a  variety  of  reasons,  tend  to  benefit  higher-income 
individuals. 

First,  tax  expenditures  that  occur  through  itemized  deductions 
are  concentrated  among  the  higher-income  individuals  that  itemize. 
Overall,  28  percent  of  individuals  itemize  their  deductions.  But  in 
the  top  fifth  of  tax  returns,  78  percent  itemize;  in  the  bottom  four- 
fifths,  only  15  percent  itemize.  The  tax  expenditures  for  all  item- 
ized deductions  taken  together  are  a  quarter  of  the  tax  expenditure 
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budget;  86  percent  of  the  benefits  of  these  deductions  accrue  to  the 
top  fifth  of  taxpayers. 

Second,  even  though  capital  income  accounts  for  about  a  quarter 
of  income,  a  large  fraction  of  tax  expenditures,  61  percent,  are  spe- 
cifically associated  with  the  receipt  of  capital  income.  Capital  in- 
come is  also  concentrated;  according  to  the  CBO,  about  70  percent 
goes  to  the  top  fifth  of  taxpayers. 

Chairman  SASSER.  You  say  70  percent? 

Dr.  Gravelle.  Of  capital  income  goes  to  the  top  fifth  of  tax- 
payers. 

Higher-income  individuals  are  also  more  likely  to  be  the  recipient 
of  employer  fringe  benefits  that  are  frequently  not  taxed.  So  all  of 
these  items  that  I  have  just  discussed  together  account  for  86  per- 
cent of  tax  expenditures. 

There  are  some  tax  expenditures  that  are  more  directed  at  lower- 
and  moderate-income  individuals.  The  earned  income  credit  is  tar- 
geted at  lower-income  individuals.  But  even  for  provisions  that  we 
might  think  of  as  being  targeted  towards  more  modest  incomes, 
that  is  not  necessarily  the  case.  For  example,  the  provision  that 
forgives  taxes  on  social  security — and  that  accounts  for  about  6  per- 
cent of  tax  expenditures — could  not  really  be  characterized  as  pri- 
marily benefiting  low-  and  moderate-income  individuals.  The  top 
fifth  of  the  tax  return  distribution  receives  a  fifth  of  the  benefit. 
But  the  bottom  fifth  receives  only  1  percent.  The  next  fifth  receives 
slightly  less  than  a  share  commensurate  with  its  numbers,  while 
the  third  and  fourth  quintiles  benefit  proportionally  more. 

Another  provision  that  might  be  thought  of  as  aimed  towards 
lower-  and  moderate-income  individuals  is  the  child  care  credit,  yet 
half  of  the  child  care  credit  goes  to  the  top  fifth  of  taxpayers. 

It  is  important,  I  think,  to  accompany  these  observations  of  dis- 
tribution with  some  caveats,  and  one  is  that  we  don't  know  how  the 
existence  of  these  tax  expenditures  affected  the  rate  graduation  of 
the  tax  structure.  I  don't  have  an  answer  to  that  question.  There 
is  also  the  question  of  whether  the  concentration  of  capital  income 
might  not  be  different,  somewhat  different,  if  you  had  a  lifetime 
perspective  on  income.  And  there  are  also  some  cases  where  the  be- 
havioral responses  of  provisions  could  benefit  lower-income  individ- 
uals. Probably  the  single  most  important  case  of  that  is  charitable 
contributions. 

Another  aspect  of  tax  expenditures  is  how  the  availability  and 
size  depend  on  characteristics  that  are  unlikely  to  be  incorporated 
in  direct  expenditure  programs.  For  example,  is  it  likely  that  a  sys- 
tem of  grants  provided  for  investment  through  a  direct  expenditure 
program  in  the  Commerce  Department  would  automatically  ex- 
clude all  new  firms?  Yet,  because  firms  must  have  tax  liability  to 
use  investment  subsidies  and  new  firms  do  not  usually  have  such 
tax  liability,  they  do  not  benefit  in  full  from  investment  grants  pro- 
vided through  tax  expenditures. 

As  another  example,  would  a  system  of  overall  grants  to  States 
and  localities  be  likely  to  be  adopted  where  there  is  no  control  over 
the  use  or  even  the  amount  of  the  grants,  no  attempt  to  steer  funds 
to  those  that  the  National  Government  has  an  interest  in  subsidiz- 
ing, and  no  consideration  of  need?  In  effect,  tax  expenditures  that 
provide  fiscal  assistance  to  States  and  localities  are  open-ended,  no- 
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strings-attached  programs  that  depend  only  on  the  willingness  of 
these  jurisdictions  to  issue  bonds  or  to  impose  certain  types  of 
taxes. 

As  a  final  example,  the  receipt  of  the  tax  subsidy  for  purchasing 
health  insurance  or  other  fringe  benefits,  such  as  pensions,  is  de- 
pendent on  working  for  an  employer  who  provides  a  plan.  Data  in- 
dicate that  one  is  more  likely  to  be  working  for  an  employer  that 
provides  a  pension  if  one  is  white,  male,  has  a  higher  income  than 
average,  is  older  than  average,  is  unionized,  works  for  a  large  firm, 
and  works  in  certain  industries.  These  differentials  contrast  with 
direct  expenditure  programs  that  either  offer  universal  coverage  or 
that,  if  they  differentiate,  would  be  unlikely  to  differentiate  in  this 
fashion. 

I  want  to  close  by  saying  that  none  of  the  discussion  above  nec- 
essarily indicates  that  a  given  tax  provision  is  not  desirable  for 
some  public  purpose.  But  the  contrast  with  the  direct  budget — in 
origin,  in  review,  in  function,  and  in  distribution — highlights  the 
differences  between  expenditures  through  the  tax  system  and  di- 
rect expenditures. 

Thank  you  very  much. 

Chairman  Sasser.  Thank  you  very  much,  Dr.  Gravelle. 

[The  prepared  statement  of  Dr.  Gravelle  follows:] 

PREPARED  STATEMENT  OF  DR.  JANE  G.  GRAVELLE 

Mr.  Chairman  and  Members  of  the  Committee,  I  am  Jane  G.  Gravelle,  a  Senior 
Specialist  in  Economic  Policy  in  the  Congressional  Research  Service  of  the  Library 
of  Congress.  I  would  like  to  thank  you  for  the  invitation  to  appear  before  you  today 
to  discuss  the  tax  expenditure  budget  and  tax  expenditures. 

Tax  policy  has  been  carried  out  for  most  of  its  history  without  any  comprehensive 
cataloging  of  the  costs  of  special  tax  benefits.  Economists  had  enumerated  many  of 
these  provisions,  but  it  was  not  until  the  development  of  the  tax  expenditure  con- 
cept in  1968  that  a  consistent  measurement  of  the  size  of  these  special  departures 
began. 

The  notion  behind  a  tax  expenditure  budget  is  that  financial  benefits  or  initiatives 
could  be  provided  either  through  direct  budgetary  expenditures  or  through  the  tax 
system.  The  special  benefits  in  the  tax  system  could  be  viewed,  in  certain  important 
respects,  in  the  same  light  as  direct  outlays. 

In  order  to  have  a  more  complete  accounting  of  the  role  of  the  Federal  govern- 
ment, the  dollar  value  of  these  tax  benefits  should  be  tracked.  This  notion  was  for- 
malized in  1974,  when  the  Budget  Act  required  an  enumeration  of  these  tax  expend- 
itures; a  list  of  tax  expenditures  is  currently  included  in  the  budget  documents  and 
is  provided  in  annual  estimates  by  the  Joint  Committee  on  Taxation.  The  Senate 
Budget  Committee  has  also  published,  periodically,  a  compendium  that  provides  in- 
formation on  the  tax  expenditure  items.  The  latest  edition  was  prepared  last  year.1 

Although  it  is  not  precisely  correct  to  add  up  the  tax  expenditures,  since  some  pro- 
visions interact  with  each  other,  the  general  magnitude  of  these  tax  expenditures 
is  large— $402  billion  in  FY  1993. 

Tax  expenditures  are  defined  as  special  exclusions,  deductions,  exemptions,  and 
credits,  preferential  rates,  or  deferral  of  tax  liability.  Items  are  classified  as  tax  ex- 
penditures by  the  Joint  Committee  if  they  depart  from  a  normal  tax  base,  although 
items  with  a  very  small  revenue  cost  are  excluded.  This  normal  tax  base  bears  a 
close  resemblance  to  the  economist's  definition  of  income.  The  definition  of  tax  ex- 
penditures by  the  Treasury  has  varied  with  different  administrations;  the  current 
one  is  narrower  in  concept  and  is  less  detailed  than  that  of  the  Joint  Committee. 

Tax  expenditures  are  different  from  direct  expenditures  in  origin,  in  frequency  of 
legislative  review,  in  allocation  across  the  budget  functions,  and  in  distributional 
consequences.  It  is  frequently  the  latter  aspect  that  has  garnered  much  attention. 


Committee  on  the  Budget,  United  States  Senate,  Tax  Expenditures:  Compendium  of  Back- 
ground Material  on  Individual  Provisions,  Prepared  by  the  Congressional  Research  Service, 
Committee  Print,  Washington,  DC:  U.S.  Government  Printing  Office,  November  1992. 


345 

Some  authors  have  characterized  tax  expenditures  as  "upside-down"  expenditures 
that  help  rich  people  the  most,  help  ordinary-income  people  a  bit,  and  leave  poor 
people  out  altogether.2  Stanley  Surrey,  who  coined  the  term  "tax  expenditure"  when 
he  was  Assistant  Secretary  of  Treasury  for  Tax  Policy,  once  said:  "Indeed,  it  is 
doubtful  that  most  of  our  existing  tax  incentives  would  ever  have  been  introduced, 
let  alone  accepted,  if  so  structured  [as  expenditures]  and  many  would  be  laughed 
out  of  Congress."3 

In  the  following  remarks,  I  would  like  to  contrast  the  tax  expenditure  budget  with 
the  direct  budget. 

Tax  expenditures  are  like  entitlements  in  that  they  are  not  enacted  on  an  annual 
basis.  Indeed  they  tend  to  be  reviewed  less  frequently  than  entitlements.  Many  per- 
haps most,  persist  unchanged  year  after  year.  Occasions  when  revising  a  wide  array 
of  these  expenditures  are  considered,  such  as  in  the  Tax  Reform  Act  of  1986,  are 
rare.  Moreover,  as  the  history  in  the  tax  expenditure  compendium  illustrates,  the 
origins  of  tax  expenditures  may  frequently  bear  little  relationship  to  today's  condi- 
tions. 

As  an  illustration,  consider  allowances  for  percentage  depletion.  Percentage  deple- 
tion allows  firms  to  deduct  a  percentage  of  output,  as  a  substitute  for  recovering 
certain  costs  of  acquiring  minimal  deposits.  These  deductions  may  be  much  larger 
than  the  actual  cost  of  the  investment. 

The  allowance  for  percentage  depletion  began  in  1918  with  a  provision  called  dis- 
covery value  depletion,  which  allowed  the  cost  recovery  to  be  based  on  fair  market 
value  of  an  oil  or  gas  resource.  The  reason  for  its  enactment  as  stated  in  the  legisla- 
tive history  was  to  equalize  the  treatment  of  properties  discovered  after  the  enact- 
ment of  the  tax  law  in  1913  with  pre-existing  ones  whose  cost  basis  was  value  at 
the  time  the  income  tax  law  was  enacted.  It  was  also  argued  that  these  new  prop- 
erties were  contributing  to  the  war  effort.  Over  time,  a  deduction  allowing  for  a  per- 
centage of  output  was  substituted,  to  simplify  tax  administration,  and  other  min- 
erals were  given  similar  allowances  in  the  interest  of  equal  treatment.  The  allow- 
ance was,  in  fact,  repealed  for  most  oil  and  gas  in  the  mid-seventies,  but  retained 
for  other  minerals.  But  the  existing  allowances  today  trace  their  roots  to  a  tem- 
porary condition — and  a  war — that  is  over  70  years  in  the  past. 

Many  other  provisions  in  the  tax  expenditure  budget  date  from  the  early  years 
of  the  income  tax,  some  from  regulation  rather  than  statutory  action,  at  a  time 
when  accounting  and  legal  principles  were  different  and  less  sophisticated  than  they 
are  today  and  when  the  economic  issues  played  a  much  smaller  role.  For  example, 
the  deferral  of  tax  on  income  earned  by  foreign  subsidaries  of  U.S.  corporations 
dates  from  the  1909  corporate  income  tax.  There  was  little  attention  to  this  provi- 
sion, which  presumably  reflected  the  legal  notion  that  a  foreign  corporation  operat- 
ing abroad  was  not  subject  to  U.S.  tax.  This  lack  of  attention  is  perhaps  not  surpris- 
ing given  the  relative  unimportance  of  U.S.  multinational  firms  at  the  time.  Not 
until  the  Kennedy  administration  were  questions  raised  about  the  desirability  of 
this  provision  from  an  economic  and  tax  administration  standpoint. 

There  are  numerous  other  instances  where  tax  expenditures  originate  in  full  or 
in  part  from  regulation  rather  than  statute  or  where  the  provisions  were  enacted 
in  response  to  economic  conditions  that  have  long  since  changed. 

Tax  expenditures  also  differ  considerably  from  direct  expenditures  in  the  share 
devoted  to  different  budgetary  functions  (see  tables  1  and  2  located  at  the  end  of 
prepared  statement).  Based  on  1992  outlays,  the  direct  budget  allocated  22  percent 
to  defense,  21  percent  to  social  security,  14  percent  each  to  interest  and  income  se- 
curity, 9  percent  to  medicare,  and  6  percent  to  health.  The  remainder  of  the  cat- 
egories— education,  employment  and  social  services;  veterans  benefits;  transpor- 
tation; natural  resources;  general  science,  space,  and  technology;  international  af- 
fairs; agriculture;  administration  of  justice;  general  government;  commerce  and 
housing;  and  energy  constitute  3  percent  or  less. 

Based  on  FY  1993  estimates,  35  percent  of  tax  expenditures  go  to  commerce  and 
housing.  The  remaining  larger  shares  are  19  percent  to  income  security,  13  percent 
to  health,  9  percent  to  general  government,  8  percent  to  education,  employment  and 
social  services,  and  6  percent  to  social  security.  The  remaining  categories  account 
for  3  percent  or  less. 


See  Gerard  M.  Brannon,  Tax  Expenditures  and  Income  Distribution:  A  Theoretical  Analysis 
of  the  Upside-Down  Subsidy  Argument,"  in  The  Economics  of  Taxation,  Ed.  Henry  J.  Aaron  and 
Michael  J.  Boskin,  Washington,  DC:  Brookings  Institution,  1980,  for  a  discussion  of  the  relation- 
ship between  tax  expenditures  and  distributional  issues. 

3  Stanley  S.  Surrey,  Pathways  to  Tax  Reform:  The  Concept  of  Tax  Expenditures.  Cambridge: 
Harvard  University  Press,  1973,  p.  136. 
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These  aggregates  conceal  some  other  important  differences,  particularly  the  dis- 
tribution of  benefits.  The  catagory  of  commerce  and  housing,  which  accounts  for  less 
than  1  percent  of  direct  budgetary  expenditures,  accounts  For  over  a  third  of  tax  ex- 

Senditures.  In  dollar  amounts,  this  category  accounts  for  a  $10  billion  outlay  in  the 
irect  budget,  but  $140  billion  in  the  tax  expenditure  budget.  Within  that  tax  ex- 
penditure category,  54  percent  is  associated  with  owner  occupied  housing,  which 
tends  to  benefit  higher  income  individuals.  Over  80  percent  of  these  benefits  go  to 
the  top  fifth  of  taxpayers.  Another  8  percent  of  this  commerce  and  housing  category 
is  associated  with  insurance  company  investments. 

While  the  income  security  category  is  important  in  both  the  direct  budget  and  the 
tax  expenditure  budget,  the  beneficiaries  are  quite  different.  Much  of  the  income  se- 
curity outlays  in  the  direct  budget  (over  80  percent)  is  directed  to  lower  individuals 
through  means  tested  welfare  programs  and  unemployment  compensation.  About  80 
percent  of  the  tax  expenditures  in  this  category  in  the  tax  expenditure  budget  are 
associated  with  pension  plans  which  disportionately  benefit  higher  income  individ- 
uals who  are  more  likely  to  be  covered  by  pension  plans,  are  recipients  of  larger 
benefits,  and  whose  tax  rates  are  higher. 

Similarly,  while  the  health  category  constitutes  a  larger  share  of  the  tax  expendi- 
ture budget  than  it  does  of  the  regular  budget,  over  85  percent  of  health  related 
tax  expenditures  are  for  employer  provided  health  care.  As  in  the  case  of  income 
security,  the  beneficiaries  of  the  direct  budgetary  expenditures  tend  to  be  lower  in- 
come individuals  (70  percent  of  this  category  is  directed  to  medicaid),  while  the 
beneficiaries  of  the  tax  expenditures  tend  to  be  higher  income  individuals. 

Although  a  large  fraction  of  the  tax  expenditure  budget  as  compared  to  the  regu- 
lar budget  goes  to  education,  employment  and  social  services,  more  than  half  of 
these  tax  expenditures  arise  from  deductions  for  charitable  contributions.  Much  of 
the  remainder  is  due  to  exclusion  of  employee  fringe  benefits. 

As  alluded  to  in  the  examples  above,  the  distribution  of  the  direct  benefits  of  tax 
expenditures  across  the  income  classes  is  quite  different  from  the  distribution  of  di- 
rect expenditures.  Most  direct  expenditures  benefit  the  population  in  general  (such 
as  defense,  medicare,  and  social  security)  or  are  explicitly  directed  towards  lower  in- 
come individuals  (medicaid,  income  security).  Tax  expenditures,  for  a  variety  of  rea- 
sons, tend  to  benefit  higher  income  individuals. 

First,  tax  expenditures  that  occur  via  an  itemized  deduction  are  concentrated 
among  the  higher  income  individuals  that  itemize  deductions.  Overall,  28  percent 
of  individuals  itemize  deductions.  In  the  top  fifth  of  tax  returns,  however,  78  percent 
of  taxpayers  itemize.  In  the  bottom  four-fifths,  only  15  percent  of  taxpayers  itemize. 
The  tax  expenditures  for  all  itemized  deductions  taken  together  amounts  to  about 
a  quarter  of  total  tax  expenditures;  86  percent  of  the  benefits  of  these  deductions 
accure  to  the  top  fifth  of  taxpayers.4 

Second,  even  though  capital  income  accounts  for  about  a  quarter  of  income,  a 
large  fraction  of  tax  expenditures — 61  percent — are  specifically  associated  with  the 
receipt  of  capital  income.6  Higher  income  individuals  tend  to  have  more  of  their  in- 
come derived  from  capital — according  to  the  Congressional  Budget  Office  over  70 
percent  of  capital  income  is  received  by  the  top  fifth  of  the  income  distribution. 

Accounting  for  overlaps,  itemized  deductions  and  tax  expenditures  associated  with 
capital  income  are  responsible  for  73  percent  of  total  tax  expenditures. 

Higher  income  individuals  are  also  more  likely  to  be  recipients  of  employer  fringe 
benefits  that  are  frequently  not  taxed.  And,  in  the  case  of  these  exclusions,  the  sub- 
sidy value  is  greater  the  higher  the  tax  rate.  Accounting  for  overlaps,  adding  these 
benefits  to  those  for  itemized  deductions  and  items  associated  with  capital  income 
raise  the  total  to  86  percent. 

There  are,  of  course,  some  tax  expenditures  that  are  more  directed  at  lower  and 
moderate  income  individuals.  The  earned  income  credit  is  targeted  at  lower  income 
individuals.  But  even  the  provision  forgiving  taxes  on  social  security  and  railroad 
retirement  (accounting  for  6  percent  of  tax  expenditures)  could  not  be  characterized 
as  primarily  benefiting  low  and  moderate  income  individuals.  The  top  fifth  of  the 
tax  return  distribution  receives  about  a  fifth  of  the  benefits.  In  the  remainder  of  the 
distribution,  the  bottom  fifth  receives  only  about  1  percent,  the  next  fifth  receives 


Data  on  the  distribution  of  itemized  deductions  and  of  taxpayers  are  reported  in  the  Tax  Ex- 
penditures Compendium,  and  are,  in  turn,  taken  from  estimates  by  the  Joint  Committee  on  Tax- 
ation. Again,  it  is  not  entirely  appropriate  to  add  up  these  tax  expenditures  for  itemized  deduc- 
tions. The  revenue  effects  of  repelling  all  itemized  deductions  simultaneously  would  be  different 
from  the  sum  of  the  gains  from  the  separate  items.  First,  there  would  be  a  larger  offset  from 
the  standard  deduction  which  means  the  cost  is  overstated;  at  the  same  time,  individuals  would 
be  pushed  into  higher  marginal  tax  brackets  in  some  cases. 

There  are  also  benefits  that  accure  in  part  to  capital  income,  so  that  the  amount  of  tax  ex- 
penditures associated  with  capital  income  is  actually  larger  than  61  percent. 
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slightly  less  than  a  share  commensurate  with  its  numbers,  while  the  third  and 
fourth  quintiles  benefit  proportionally  more.  Another  provision  that  might  be 
thought  of  as  aimed  towards  lower  and  moderate  income  individuals  is  the  child 
care  credit.  Yet,  almost  half  the  child  care  credit  accures  to  the  top  fifth  of  tax- 
payers. 

It  is  important  to  accompany  these  observations  on  the  distributional  effects  of  tax 
expenditures  with  some  caveats.  First,  it  is  possible  that  the  rate  structure  that  has 
developed  historically  might  have  been  influenced  by  the  recognition  of  these  tax 
benefits  and  is  thus  more  graduated  than  it  would  otherwise  have  been  were  the 
tax  base  broader.  This  is  a  question  that  is  difficult  to  answer.  Second,  the  con- 
centration of  capital  income  in  the  higher  income  levels  would  probably  be  lessened 
if  a  lifetime  rather  than  an  annual  income  perspective  were  used.  Third,  there  are 
some  cases  where  the  provision  might  also  benefit  lower  income  individuals  through 
behavioral  responses;  the  most  important  of  these  cases  is  in  probably  charitable 
contributions. 

Another  aspect  of  tax  expenditures  is  how  the  availability  and  size  depend  on 
characteristics  that  are  unlikely  to  be  incorporated  in  direct  expenditure  programs. 
For  example,  is  it  likely  that  a  system  of  grants  provided  for  investment  through 
a  direct  expenditure  program  in  the  Commerce  department  would  automatically  ex- 
clude all  new  firms?  Because  firms  must  have  tax  liability  to  use  investment  sub- 
sidies, and  new  firms  do  not  usually  have  such  tax  liability,  they  do  not  benefit  in 
full  from  investment  grants  provided  via  tax  expenditures. 

As  another  example,  would  a  system  of  overall  grants  to  States  and  localities  be 
likely  to  be  adopted  where  there  is  no  control  over  the  use  or  even  the  amount  of 
the  grants,  no  attempt  to  steer  funds  to  those  that  the  national  government  has  an 
interest  in  subsidizing,  and  no  consideration  of  need?  In  effect,  tax  expenditures 
that  provide  fiscal  assistance  to  States  and  localities  are  open-ended,  no-strings-at- 
tached programs  that  depend  only  on  the  willingness  of  these  jurisdictions  to  issue 
bonds  or  to  impose  certain  types  of  taxes. 

As  a  final  example,  the  receipt  of  the  tax  subsidy  for  purchasing  health  insurance 
or  other  fringe  benefits,  such  as  pensions,  is  dependent  on  working  for  an  employer 
who  provides  a  plan.  Data  indicate  that  one  is  more  likely  to  be  working  for  an  em- 
ployer that  provides  a  pension  if  one  is  white,  male,  has  a  higher  income  than  aver- 
age, is  older  than  average,  is  unionized,  works  for  a  large  firm,  and  works  in  certain 
industries.  These  differentials  contrast  with  direct  expenditure  programs  that  either 
offer  universal  coverage  (such  as  social  security  and  medicare)  or  that,  if  they  dif- 
ferentiate, would  be  unlikely  to  diffentiate  in  this  fashion. 

None  of  the  discussion  above  necessarily  indicates  that  a  given  tax  provision  is 
not  desirable  for  some  public  purpose.  But  the  contrast  with  the  direct  budget — in 
origin,  review,  function,  and  distribution — highlights  the  differences  between  ex- 
penditures through  the  tax  system  and  direct  expenditures. 
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Table  1:  Distribution  of  Direct  Outlays  by  Function,  FY  1992 


Budget  Function 

Percent  of  Total 

Defense 

22 

Social  Security 

21 

Interest 

14 

Income  Security 

9 

Medicare 

6 

Health 

3 

Education,  Employment,  and  Social  Services 

2 

Veteran's  Affairs 

2 

Transportation 

Natural  Resources  and  Environment 

General  Science,  Space,  and  Technology 

International  Affairs 

Agriculture 

Administration  of  Justice 

General  Government 

Commerce  and  Housing 

Community  and  Regional  Development 

• 

Energy 

• 

*  Less  than  one-half  of  one  percent. 
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Table  2:   Distribution  of  Tax  Expenditures  by  Function,  Fy  1993 


Budget  Function 

Percent  of  Total 

Defense 

1 

Social  Security 

6 

Interest 

2 

Income  Security 

19 

Medicare 

3 

Health 

13 

Education,  Employment,  and  Social  Services 

8                                | 

Veteran's  Affairs 

• 

Transportation 

• 

Natural  Resources  and  Environment 

1 

General  Science,  Space,  and  Technology 

• 

International  Affairs 

2 

Agriculture 

• 

Administration  of  Justice 

- 

General  Government 

9 

Commerce  and  Housing 

35 

Community  and  Regional  Development 

• 

Energy 

* 

*  Less  than  one-half  of  one  percent. 

Chairman  Sasser.  Dr.  Steuerle? 

STATEMENT  OF  DR.  C.  EUGENE  STEUERLE,  SENIOR  FELLOW, 

THE  URBAN  INSTITUTE 

Dr.  Steuerle.  Thank  you,  Mr.  Chairman. 

Tax  expenditures  are  defined  as  reductions  in  tax  liability  that 
result  from  special  tax  provisions  or  regulations  that  provide  tax 
benefits  to  particular  taxpayers. 

In  my  view,  the  tax  expenditure  budget  is  both  oversold  and 
undersold,  used  and  abused.  It  is  really  nothing  more  than  a  budg- 
et accounting  device  that  makes  easier  the  identification  of  what  is 
going  on  in  the  Tax  Code.  An  accounting  system,  by  its  very  na- 
ture, is  neutral.  Its  purpose  is  informative.  Tax  expenditures  are 
neither  good  nor  bad  because  they  are  in  the  Tax  Code.  Instead, 
they  must  be  examined  like  any  other  expenditure  to  see  if  they 
are  worthwhile,  as  well  as  to  see  if  the  administrative  mechanisms 
surrounding  them  are  efficient.  Some  expenditure  programs  are  not 
well  designed  and  should  be  abandoned.  Others  should  be  kept,  but 
reformed.  Still  others  can  be  administered  better  by  different  au- 
thorities. 
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As  a  matter  of  budget  policy,  however,  tax  expenditures  do  de- 
serve some  serious  examination  because  many,  although  not  all, 
are  in  the  form  of  entitlements.  I  have  given  them  the  label  of  "tax 
entitlements,"  and  by  that  I  mean  simply  that  they  are  not  discre- 
tionary budget  items.  Thus,  tax  entitlements  carry  all  of  the  budget 
programs  of  expenditure  entitlements:  lack  of  annual  review,  in- 
creases in  costs  ordained  by  past  legislatures,  and  so  forth. 

Tax  expenditures  often  require  administrative  mechanisms  that 
duplicate  efforts  in  other  departments  of  government  and  thereby 
raise  the  cost  of  government.  Taxpayers  in  turn  are  often  forced  to 
deal  with  multiple  arms  of  government,  raising  efficiency  costs 
there  also. 

Finally,  as  a  budget  issue,  tax  expenditures  and  direct  expendi- 
tures are  enacted  by  different  committees  in  Congress  and  pro- 
posed by  different  departments  in  government.  A  frequent  outcome 
is  uncoordinated  and  confusing  policy  development. 

Tax  expenditures  also  foster  a  misleading  impression  of  the  size 
of  government.  In  economic  terms,  reducing  tax  expenditures  is 
usually  equivalent  to  cutting  back  on  direct  expenditures.  The  size 
of  government  is  pared,  and  lower  tax  rates  are  needed  to  support 
that  government.  In  the  1986  tax  reform  effort,  for  instance,  the  re- 
duction and  elimination  of  many  tax  expenditures  in  many  ways 
represented  the  largest  peacetime  downsizing  of  the  American  Gov- 
ernment in  modern  history.  A  reduction  of  almost  $200  billion  per 
year  in  tax  expenditures  was  achieved.  Yet  there  was  no  change  in 
crude  budgetary  measures  of  the  size  of  government,  since  the  size 
of  direct  expenditures  and  of  total  tax  collections  was  basically  un- 
affected. 

Now,  let's  carry  this  impression  problem  over  to  the  current  di- 
lemma; that  is,  trying  to  get  deficit  reduction  today.  Suppose  that 
we  were  to  finance  deficit  reduction  entirely  by  a  reduction  in  di- 
rect expenditures  and  by  a  reduction  in  tax  expenditures.  Again, 
government  size  would  be  significantly  pared,  but  our  budget  fig- 
ures would  tell  us  that  taxes  had  gone  up  simply  because  some  por- 
tion of  that  expenditure  reduction  was  in  the  form  of  a  reduction 
in  the  tax  expenditures. 

Another  misleading  impression  that  arises  from  budget  account- 
ing, of  course,  is  that  deficits  are  not  charged  to  anyone.  In  eco- 
nomic terms,  however,  these  deficits  are  nothing  more  than  an- 
other form  of  liability  for  taxpayers.  Households  that  buy  private 
goods  and  services  on  credit  know  they  are  bearing  the  same  cost 
as  those  who  pay  with  cash.  For  some  reason,  however,  we  never 
attribute  to  households  the  costs  associated  with  the  credit,  or  the 
deficit,  that  is  financing  their  purchases  of  government  services 
and  goods.  In  turn,  when  we  cut  back  on  the  amount  of  that  credit, 
we  represent  this  only  as  a  tax  increase  or  an  expenditure  cut. 

Over  the  years  I  have  been  involved  in  numerous  budget  and  tax 
reform  exercises.  Most  proceed  by  developing  laundry  lists  of  items 
to  be  examined.  Two  very  commonly  used  laundry  lists  today  are 
the  spending  and  revenue  options  produced  by  the  Congressional 
Budget  Office  and  the  tax  expenditure  estimates  of  the  Treasury 
and  the  Joint  Committee  on  Taxation,  and  now  the  Congressional 
Research  Service. 
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There  is,  however,  some  danger  in  this  laundry-list  approach 
borne  of  the  programs  on  both  these  lists  are  worthwhile  As  indi- 
cated before,  they  are  not  necessarily  bad  because  they  fall  on  a 
list.  Equally  as  important,  reforming  a  particular  area  of  the  law 
requires  a  clear  sense  of  the  policy  goals  and  whether  the  program 
in  question  is  serving  those  goals.  A  detailed  examination  at  times 
might  come  to  the  conclusion  that  funding  should  be  increased,  or 
that  funds  should  be  reallocated  rather  than  necessarily  reduced. 

To  give  one  example,  pensions  are  a  major  source  of  tax  expendi- 
ture. In  fact,  by  some  accountings,  it  is  the  primary  tax  expendi- 
ture  ?■  b.udget-  In  recent  years,  however,  it  has  become  clear 
that  this  Nation's  pension  policy  as  a  whole  is  not  succeeding  in  ex- 
tending coverage  to  most  of  the  population.  Over  half  the  popu- 
lation, most  of  whom  are  in  the  bottom  half  of  the  income  distribu- 
tion, remain  uncovered.  To  extend  coverage  to  that  part  of  the  pop- 
ulation could  actually  increase  tax  expenditures  rather  than  de- 
crease them. 

In  any  case,  it  is  clear  that  the  Nation's  pension  policy  needs  a 
thorough  review;  but  it  is  a  very  complex  affair,  and  the  laundry- 
list  approach  to  deficit  reduction  may  not  be  adequate  to  design  a 
better  pension  policy. 

Similarly,  the  charitable  contribution  deduction,  in  my  view,  is 
one  of  the  more  powerful  tools  of  a  market-based  economy,  one  that 
allows  the  development  of  a  nonprofit  sector  that  challenges  both 
Government  and  the  private  sector,  encourages  public  cooperation 
and  private  outreach  in  an  age  of  individualism,  and  modestly  re- 
strains the  tendency  of  capitalist  societies  to  develop  permanent  ar- 
istocracies of  wealth.  If  anything,  I  would  increase  the  incentive  ef- 
fect of  this  decision  as  well  and  have  proposed  elsewhere  that  de- 
ductions for  charity  be  allowed  until  April  15,  essentially  the  same 
treatment  that  is  allowed  for  IRA  contributions. 

Finally,  it  is  important  to  add  the  caution  that  accounting  sys- 
tems, all  of  them,  are  imperfect.  The  tax  expenditure  concept  is 
quite  useful,  but  incomplete.  It  does  not  adequately  account  for  the 
problems  caused  by  inflation,  nor  does  it  count  what  I  would  call 
'negative  tax  expenditures,"  such  as  the  double  taxation  of  cor- 
PuFa^5  inc0I?ie-  ®n  k°tn  fairness  and  efficiency  grounds,  attention 
should  be  given  to  these  concerns  as  well  when  examining  how  to 
reform  tax  expenditures. 

In  sum,  I  strongly  encourage  the  examination  of  tax  expenditures 
as  part  of  any  deficit  reduction  effort.  There  are  many  that  deserve 
to  be  pared  or  eliminated.  Those  direct  and  tax  expenditure  policies 
with  built-in  growth  are  in  no  small  part  responsible  for  paralysis 
and  gridlock  in  domestic  policy  today.  Their  current  design  essen- 
tially commits  current  policy  makers  to  enforce  decisions  made  long 
ago,  while  denying  them  the  ability  to  re-channel  or  reallocate  re- 
sources toward  the  needs  of  today— including  the  need  for  a  reason- 
able government  budget  and  saving  policy.  Examination  of  tax  ex- 
penditures, nonetheless,  should  be  done  carefully,  in  coordination 
with  direct  expenditure  programs  designed  for  similar  purposes, 
and  with  a  clear-cut  policy  goal  beyond  the  simple  reduction  in  the 
size  of  the  deficit. 

Thank  you. 

Chairman  Sasser.  Thank  you,  Dr.  Steuerle. 
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[The  prepared  statement  of  Dr.  Steuerle  follows]: 

PREPARED  STATEMENT  OF  DR.  C.  EUGENE  STEUERLE 

Mr.  Chairman  and  Members  of  the  Committee: 

"Tax  expenditures"  are  defined  as  reductions  in  tax  liabilities  that  result  from 
special  tax  provisions  or  regulations  that  provide  tax  benefits  to  particular  tax- 
payers. They  may  take  the  form  of  special  exclusions,  exemptions,  deductions,  cred- 
its, deferrals,  or  tax  rates.  While  the  tax  expenditure  concept  applies  mainly  to  the 
income  tax,  under  my  direction  the  Treasury  Department  also  extended  the  concept 
to  the  area  of  unified  transfer  (estate  &  gift)  taxes. 

Deciding  which  tax  provisions  are  tax  expenditures  require  some  judgment.  One 
list  of  income  tax  expenditures  centers  on  those  exceptions  in  the  tax  code  that 
serve  specific  budget  categories — that  is,  on  tax  expenditures  that  might  just  as  eas- 
ily be  counted  in  the  budget  of  an  expenditure  department.  Another  list  con- 
centrates on  departures  from  a  tax  system  that  would  tax  all  income  equally,  as  in 
a  comprehensive  income  tax.  This  latter  list  includes  preferences  that  could  not  eas- 
ily be  put  into  another  department's  budget,  for  instance,  those  that  derive  from 
specific  accounting  rules  for  capital  income. 

The  tax  expenditure  budget  is  both  oversold  and  undersold,  used  and  abused.  It 
is  nothing  more  or  less  than  a  budget  accounting  device  that  makes  easier  the  iden- 
tification of  what  is  going  on  in  the  Tax  Code.  An  accounting  system  is  neutral;  its 
purpose  is  informative.  Tax  expenditures  are  neither  good  nor  bad  because  they  are 
in  tne  Tax  Code.  Instead,  they  must  be  examined  like  any  other  expenditure  to  see 
if  they  are  worthwhile  and  to  see  if  the  administrative  mechanisms  surrounding 
them  are  efficient.  Some  expenditure  programs  are  not  well  designed  and  should  be 
abandoned.  Others  should  be  kept,  but  reformed.  Some  can  be  administered  de- 
cently by  tax  authorities;  others  could  be  handled  better  by  expenditure  branches. 

TAX  EXPENDITURES  &  BUDGET  POLICY 

As  a  matter  of  budget  policy,  tax  expenditures  are  worthy  of  serious  examination. 
Many,  although  not  all,  are  entitlements;  hence,  I  have  given  them  the  label  of  "tax 
entitlements.'  By  entitlements,  I  mean  simply  that  they  are  not  discretionary  budg- 
et items.  Thus,  tax  entitlements  carry  all  of  the  budget  problems  of  expenditure  en- 
titlements: lack  of  annual  review,  increases  in  costs  ordained  by  past  legislatures, 
and  so  forth.  For  practical  reasons,  not  every  parameter  of  every  program  can  or 
should  be  re-examined  every  year,  but  budget  policy  must  still  find  ways  to  control, 
reform,  and  amend  entitlements  over  time. 

Tax  expenditures  often  require  administrative  mechanisms  that  duplicate  efforts 
in  other  departments  of  government,  thereby  raising  the  cost  of  government.  Tax- 
payers, in  turn,  are  often  forced  to  deal  with  multiple  arms  of  government.  For  these 
reasons,  tax  and  expenditure  programs  often  should  be  combined,  although  note 
that  such  reform  does  not  necessarily  reduce  the  deficit. 

Tax  expenditures  and  direct  expenditures  are  enacted  by  different  committees  in 
Congress  and  proposed  by  different  departments  in  government.  One  frequent  out- 
come is  uncoordinated  and  confusing  policy  development. 

ACCOUNTING  FOR  THE  SIZE  AND  COST  OF  GOVERNMENT 

Tax  expenditures  foster  a  misleading  impression  of  the  size  of  the  government. 
In  economic  terms,  reducing  tax  expenditures  is  usually  equivalent  to  cutting  back 
on  direct  expenditures.  The  size  of  government  is  pared,  and  lower  tax  rates  are 
needed  to  support  that  government.  In  the  1986  tax  reform  effort,  for  instance,  the 
reduction  and  elimination  of  many  tax  expenditures  allowed  substantial  tax  rate  re- 
duction. In  many  ways,  that  reform  effort  represented  the  largest  peacetime 
downsizing  of  American  government  in  modern  history,  a  reduction  of  about  $200 
billion  per  year  in  tax  expenditures.  Yet  there  was  no  change  in  crude  budgetary 
measures  of  the  size  of  government,  since  the  size  of  direct  expenditures  and  of  total 
tax  collections  was  basically  unaffected. 

Carry  this  "impression"  problem  over  to  deficit  reduction.  Suppose  that  deficit  re- 
duction were  to  be  financed  %  by  a  reduction  in  direct  expenditures  and  Va  by  a 
reduction  in  tax  expenditures.  Government  size  again  would  be  pared  significantly. 
But  our  budget  figures  would  tell  us  that  taxes  had  gone  up. 

Another  misleading  impression  from  budget  accounting  is  that  deficits  are  not 
charged  to  anyone.  In  economic  terms,  however,  these  deficits  are  nothing  more 
than  another  form  of  liability  for  taxpayers.  Households  that  buy  private  goods  and 
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services  on  credit  know  they  are  bearing  the  same  cost  as  those  who  pay  with  cash 
*  or  some  reason,  however,  we  never  attribute  to  households  the  costs  associated 
with  the  credit  (deficit)  that  is  financing  their  purchases  of  government  goods  and 
services. 

These  misleading  aspects  of  our  budget  accounting  systems  lead  to  all  sorts  of 
mishaps  in  the  enactment  of  policy.  While  the  1990  budget  agreement  did  help  to 
reduce  the  deficit,  for  instance,  it  could  fairly  be  critized  for  not  successfully  reduc- 
ing either  gross  domestic  expenditures  (that  is,  expenditures  gross  of  fees  and  pre- 
miums) of  tax  expenditures.  On  the  domestic  expenditure  side  of  the  budget,  most 
efforts  were  in  the  direction  of  increasing  fees  or  trying  to  control  prices.  On  the 
tax  side,  deficit  reduction  was  achieved  mainly  by  increases  in  tax  rates,  either  in 
hidden  ways  in  the  income  tax  or  direct  ways  in  other  taxes.  There  was  little  effort 
to  investigate  which  direct  or  tax  expenditure  programs  were  not  working  and 
should  be  pared  or  eliminated. 

EXAMINING  TAX  EXPENDITURES:  SOME  WARNINGS 

Over  the  years  I  have  been  involved  in  numerous  budget  and  tax  reform  exercises 
Most  proceed  by  developing  laundry  lists  of  items  to  be  examined.  Two  commonly 
used  laundry  lists  are  the  spending  and  revenue  options  produced  by  CBO  and  the 
tax  expenditure  estimates  of  the  Treasury  and  the  Joint  Committee  on  Taxation. 

There  is  some  danger  in  this  approach.  Some  of  the  programs  on  both  of  these 
lists  are  worthwhile;  as  indicated  before,  they  are  not  bad  because  they  fall  on  a 
list.  Equally  as  important,  reforming  a  particular  area  of  the  law  requires  a  clear 
sense  of  policy  goals  and  whether  the  program  in  question  is  serving  those  goals. 
A  detailed  examination  at  times  might  come  to  the  conclusion  that  funding  should 
be  increased,  or  that  funds  should  be  reallocated  rather  than  reduced.  Even  if  re- 
duced, quite  complicated  and  detailed  design  reform  may  also  be  required  to  insure 
that  the  program  properly  targets  remaining  funds. 

To  give  one  example,  pensions  are  a  major  source  of  tax  expenditure.  In  recent 
years,  however,  it  has  become  clear  that  this  nation's  private  pension  policy  is  not 
succeeding  in  extending  coverage  to  most  of  the  population.  Over  half  the  popu- 
lation, most  of  whom  are  in  the  bottom  half  of  the  income  distribution,  remain  un- 
covered. The  movement  to  individual  retirement  accounts  (IRAs),  401(k)  plans,  and 
defined  contribution  plans  has  increased  greatly  the  portability  of  plans  and  re- 
moved much  discrimination  against  younger  employees,  but,  at  the  same  time,  the 
lack  of  participation  in  these  plans  by  many  lower-income  employees  has  exacer- 
bated the  pension  coverage  problem.  Here  it  is  clear  that  the  nation's  pension  policy 
needs  a  thorough  review,  but  it  is  a  complex  affair,  and  the  laundry  list  approach 
to  deficit  reduction  may  not  be  adequate  to  design  a  better  pension  policy. 

Similarly,  the  charitable  contribution  deduction  is  one  of  the  more  powerful  tools 
of  a  market-based  economy — one  that  allows  the  development  of  a  nonprofit  sector 
that  challenges  both  government  and  the  private  sector,  encourages  public  coopera- 
tion and  private  outreach  in  an  age  of  individualism,  and  modestly  restrains  the 
tendency  of  capitalist  societies  to  develop  permanent  aristocracies  of  wealth.  If  any- 
thing, I  would  increase  the  incentive  effect  of  this  deduction.  I  have  proposed  else- 
where that  deductions  for  charity  be  allowed  until  April  15— essentially  the  same 
treatment  that  is  allowed  for  IRA  contributions. 

Finally,  it  is  important  to  note  that  improved  accounting  systems  are  still  imper- 
fect. The  tax  expenditure  concept  is  quite  useful,  but  incomplete.  It  does  not  ade- 
quately account  for  the  problems  caused  by  inflation,  nor  does  it  count  what  I  call 
"negative  tax  expenditures,"  such  as  the  double  taxation  of  corporate  income.  On 
both  fairness  and  efficiency  grounds,  attention  must  also  be  given  to  these  concerns 
when  examining  how  to  reform  tax  expenditures. 

SUMMARY 

In  sum,  I  strongly  encourage  the  examination  of  tax  expenditures  as  part  of  any 
deficit  reduction  effort.  There  are  many  that  deserve  to  be  pared  or  eliminated. 
Those  direct  expenditures  and  tax  expenditure  policies  with  built-in  growth  are  in 
no  small  part  responsible  for  paralysis  and  gridlock  in  domestic  policy.  Their  current 
design  essentially  commits  current  policy  makers  to  enforce  decisions  made  long 
ago,  while  denying  them  the  ability  to  re-channel  or  reallocate  resources  toward  the 
needs  of  today— including  the  need  for  a  reasonable  government  budget  and  saving 
policy.  Examination  of  tax  expenditures  should  be  done  carefully,  in  coordination 
with  direct  expenditure  programs  designed  for  similar  purposes,  and  with  clearcut 
policy  goals  beyond  a  simple  reduction  in  the  size  of  the  deficit. 
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Tat*  2-3.  ESTMATES  FOR  MAJOR  TAX  EXPOOmjRES  K  THE.  MCOME  TAX 

*na*»tf«o*n| 


Net  eidusJon  of  employer  plans  pension  ccntrtxlxyw  and  **rnings 

Exdusion  o(  employer  contributions  for  merJcsJ  insurance  premiums  and  mecfcal  car*  

DeductibiJty  of  mortgage  riterest  on  owner -occupied  home*  

Accelerated  depreciation  (normal  tax  method) 

OeductiMty  of  nonbusineu  Stale  and  local  taxes  other  than  on  owner -occupied  home* 

Step-up  basis  of  capital  gains  at  death  _ 

Exclusion  of  OASI  benefits  tor  retired  worker* 

DeductMty  of  chartat*)  contribution* 

Deferral  of  capital  gain*  on  horn*  sate*  . 


DeductibSty  of  Stale  and  local  property  tax  on  owner-occupied  home* 

Exclusion  of  employer  share  of  Hosptaf  Insurance  tax ._. — 

Exclusion  of  Interest  on  pubfc  purpose  State  and  local  debt 

Exclusion  of  interest  on  le  insurance  saving* 


Exception  from  passive  loss  rules  tor  $25,000  of  rental  lost 
Exdusion  of  capital  jaire  on  home  sate*  to.  persons  age  55  and  over 

Net  exclusion  of  IRA  pension  contributions  and  earning* 

Exclusion  of  workmen's  compensation  benefits 


Exclusion  of  social  security  benefits  tor  dependents  and  *urvlvor* • - 

Reduced  rates  on  the  first  $100X100  of  corporate  Income  (normal  tax  method) 

Tax  creo*  tor  corporations  raceMng  income  from  doing  business  in  United  States  possession* 

Earned  Income  creel ' . . 


DeductfeOty  of  mecScaf  expense* 

Exclusion  of  Keogh  pension  uaitiljuijum  and  aatrihg*  

Exclusion  of  premiums  on  group  term  le  insurance 

Credo:  fa  chid  and  dependent  care  expense* 

Preferential  treatment  of  captal  gains  (normal  tax  method) 

Inventory  property  sales  source  rules  exception 

Special  ESOP  rules  (other  tan  Investment  creel) 


Expensing  of  research  and  development  expendftures  (normal  tax  method) 

Exclusion  of  benefits  and  afcwances  to  armed  forces  personnel 

Exclusion  of  veterans  daabary  cornpensaSon 

Exclusion  of  desatfty  Insurance  benefits 


Excess  of  percentage  over  cost  depletion,  lueta  and  nonfuel  miner** 
Additional  deduction  for  the  etderty  . 


Exclusion  of  Interest  on  owner-occupied  mortgage  subsidy  bonds 

Credit  lor  tow-Income  housing  Irwastmerts 

Deferral  of  interest  on  savings  bonds 


Exclusion  of  interest  on  State  and  local  debt  tor  private  nonprofit  healh  fadftes 
Exclusion  of  income  of  foreign  sales  corporation* 


Exclusion  of  Income  earned  abroad  by  Untod  States  citizens 

Exdusion  of  interest  on  Stale  and  local  106*  for  pofcrtxn  control  and  sewage  and  wast*  dsposal  facSties 

Exclusion  of  interest  on  State  and  local  debt  tor  rental  housing 

Alternative  fuel  production  erect 


Deferral  of  income  from  post  1967  installment  sates 

Exdusion  of  interest  on  State  and  local  debt  tor  private  nonprofit  educational  facSties  - 

Exdusion  of  scholarship  and  fetowship  income  (normal  tax  method) 


Exdusion  of  interest  on  IDBs  lor  airports,  docks,  and  sports  and  convention  ladtfes 
Exclusion  of  employer  provided  chid  care 


Exclusion  of  interest  on  smafl  Issue  Industrial  development  bond* — ~~ 

Exemption  of  RIC  expenses  from  the  2%  Roar  tor  rntscetaneous  temlzed  deduction* 

Exdusion  of  public  assistance  benefits  (normal  tax  method) 

Exdusion  of  employee  meals  and  lodging  (other  than  mStary) 

Parental  personal  exemption  fa  students  age  19  a  over 

Expensing  of  rrwftiperiod  timber  growing  costs 

Exemption  of  ere*  union  income 

Exdusion  of  raJroad  retirement  system  benefits 


Deferral  of  Income  from  controBed  foreign  corporations  (normal  tax  method) 
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14.015 
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12.030 

6.200 
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4.770 

4,740 

4.270 

3,745 

3.625 
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3.480 

3.035 

2.965 

2370 

2.845 
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7-340 

2.170 

2,150 

2.055 
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1310 

1.630 

1.605 

1360 

1.520 

1.475 

1.415 

1,270 

1225 

1.030 

965 

950 

860 

630 
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715 

680 

655 

600 

540 

525 

525 

500 

490 

430 

330 
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Table  2-3  ESTMATES  FOR  MAJOR  TAX  EXPEMXTURES  M  T>C  MCOME  TAX-Condnued 

An  ■**»*< 


rjeducttoaty  of  casualty  tosses  _ 

Exclusion  of  toere*  on  Stale  and  toe*  student  tot/  bondi 

Deferral  of  getos  torn  safe  of  broadcasting  tadHea  to  rrancrty  owned  buatoaaa 
Exdustonof  parsonage  afowancae 


Etpenataj  of  tapanhfl  and  development  costs,  fuafe  and  nonfuel  wanwaji 

Cradi  tor  hcraaslng  research  actrvttos 

Amortization  of  Kan -up  costs  (normal  tax  method) 

Credl  tor  chid  rnedbaf  Insurance  premlurna* 


Exduslon  of  rtere*t  on  State  and  tocaf  Industrial  devatopmant  bonds  tor  energy 

Credl  tor  dsabfed  acaas  expendfcm    

Expanahrj  of  osrtato  capital  outtavi 


Exduslon  of  prarntoms  on  aeddant  and  rJsaofty  hunro 
Exduston  of  metary  dbabDy  panetons 


Permanent  exceptions  from  snouted  Interest  rufee  _ 
Expenstog  of  oertsir.  muftbertod  pfodudfefl  ooati  — 
Tax  hoanaVas  tor  preservation  of  historic  stnjcturaa 

Carryover  bast)  of  captaf  gains  or  oft  

Smal  la  toturanos  company  deduction 


Tax  axsrnpflon  of  certain  heurance  oornpanfea 

Excess  bad  debt  ratervee  of  friandal  Irotjbtons 

Exdustonof  special  benefb  tor  doubted  ooal  mlnari  ______________ 

Interest  aaocsflon  rufea  axceptton  tor  certain  financial  operaflona 

Exduston  of  Iraaraat  on  Stats  and  local  debt  tor  veterans  houstog 

tovestment  cradt  tor  nahabCtatton  of  sSuo— ret  (Oder  than  historic) 

Excepton  trom  passVe  toss  amrurtion  tor  anting  Interests  to  ol  and  gas  properties 

Exduston  of  vatarans  penstons 


Tax  cradt  tor  ffv  etterty  and  dfeaotod 
Targeted  jobs  credl 


Exarnpfion  of  certato  mutual!'  end  OOOptnaVae'  hecrne 
Naw  technology  credl 


Cradt  and  deducfion  tor  dean-fuel  vehides  and  properties 

Exduston  of  Gl  bl  benefta 


Speaaf  rules  tor  mining  rac-tfTia-on  reserves 


295 
295 

280 

275 

256 

215 

195 

170 

170 

100 

156 

140 

140 

140 
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125 
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100 

100 

90 

90 

86 

80 

75 

66 

86 

80 

50 

50 

60 
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SOURCE:  Executive  Office  of  the  President.  Office  of  Management  and  Budget,  Budget  Baselines. 
Historical  Data  and  Alternatives  for  the  Future.  Washington.  DC:  U.S.  Government  Printing 
Office.  January  1993.  Table  2-3.  pp.  561-562. 

Chairman  Sasser.  Dr.  McDaniel? 

STATEMENT  OF  DR.  PAUL  R.  McDAMEL,  VISITING  PROFESSOR, 
UNIVERSITY  OF  FLORIDA  COLLEGE  OF  LAW 

Dr.  McDaniel.  Thank  you,  Mr.  Chairman.  I  appreciate  the  op- 
portunity to  appear  before  the  committee  today. 

My  statement  contains  five  principal  points.  I  would  like  first  to 
summarize  those  five  and  then  return  to  two  of  them  for  closer  ex- 
amination in  the  time  available. 

First,  the  tax  expenditure  budget  in  fiscal  year  1993  is  obviously 
an  important  component  of  Federal  spending.  Total  tax  expendi- 
tures are  estimated  to  be  about  26  percent  of  total  direct  outlays 
and  about  20  percent  of  total  Federal  spending,  direct  and  through 
the  tax  system. 

In  fiscal  year  1993,  the  tax  expenditure  programs  are  about  6.3 
percent  of  GNP.  There  are  approximately  112  different  tax  expendi- 
ture programs  in  fiscal  1993,  and  over  80  percent  of  those  tax  ex- 
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penditure  programs  also  were  present  in  the  tax  expenditure  budg- 
ets that  were  prepared  prior  to  the  1986  Tax  Reform  Act. 

And,  as  has  been  previously  noted,  there  are  tax  expenditure  pro- 
grams in  virtually  every  corresponding  direct  outlay  budget  cat- 
egory. 

Second,  in  critical  areas  that  Congress  will  be  considering,  items 
in  the  tax  expenditure  budget  interact,  overlap,  and  may  contradict 
the  goals  of  direct  spending  programs  in  comparable  areas.  Some 
important  examples  include: 

Health  care:  The  total  cost  for  tax  expenditures  for  health  care 
programs  is  over  $58  billion  in  fiscal  year  1993,  and  included  are 
over  $46  billion  in  tax  expenditure  programs  for  individuals  that 
have  the  features  of  a  national  health  care  program; 

Education:  The  total  costs  in  the  tax  expenditure  budget  will  ex- 
ceed $4  billion  for  fiscal  year  1993; 

And  in  the  area  of  jobs,  the  tax  expenditure  programs  for  job 
training  and  employment  total  about  $4.6  billion. 

As  direct  spending  programs  in  these  areas  are  considered,  it  is 
important  to  coordinate  the  tax  expenditure  programs  with  them  to 
ensure  maximum  effectiveness  of  total  government  spending  to 
achieve  the  goals  set  by  Congress. 

Third,  spending  on  programs  run  through  the  tax  system  should 
be  cut  proportionately  with  direct  spending  program  cuts  in  order 
to  reduce  the  Federal  budget  deficit,  if  Congress  decides  to  adopt 
some  sort  of  across-the-board  spending  cut  applicable  to  direct 
spending  programs. 

Fourth,  methodologies  adopted  to  control  direct  spending  pro- 
grams also  must  be  applied  to  tax  expenditure  programs. 

Finally,  while  a  tax  expenditure  program  can  be  designed  to  rep- 
licate the  economic  effects  of  a  comparable  direct  spending  pro- 
gram, for  groups  seeking  a  Federal  subsidy  or  cost-sharing  ap- 
proach there  is  a  very  strong  institutional  bias  in  favor  of  a  tax  ex- 
penditure approach.  This  bias  could  be  mitigated  by  closer  integra- 
tion of  the  tax  and  direct  expenditure  budgets  in  the  congressional 
budget  process. 

Let  me  come  back  to  one  or  two  of  those  points  in  somewhat 
more  detail.  First,  the  issue  of  the  interaction  of  tax  and  direct  out- 
lay programs. 

There  have  been  a  lot  of  advances  since  1968  in  the  utilization 
and  conceptualization  of  tax  expenditure  concepts  and  estimates. 
But  with  very  few  exceptions,  there  has  been  little  progress  in  en- 
suring that  tax  expenditures  and  direct  outlays  for  the  same  pro- 
grammatic purposes  are  designed  and  coordinated  so  that  they  do 
not  wastefully  overlap  or,  even  worse,  work  at  cross  purposes  with 
each  other.  But  the  amounts  involved  are  now  so  large  that  I  be- 
lieve that  we  cannot  continue  to  go  this  uncoordinated  approach  be- 
tween these  two  forms  of  Federal  spending. 

I  would  like  to  give  an  example  why  I  think  such  a  coordinated 
approach  is  so  important,  and  I  will  select  the  area  of  health  care. 

The  largest  tax  expenditure  program  in  this  area  is  that  which 
is  provided  through  the  exclusion  from  the  income  of  employees  of 
the  amounts  paid  by  their  employers  for  health  insurance  pre- 
miums or  other  forms  of  providing  medical  care.  That  will  cost  an 
estimated  $43  to  $44  billion  in  fiscal  year  1993  alone. 


357 

Now,  under  normal  income  tax  principles,  that  amount  paid  by 
those  employers  should  be  included  in  the  income  of  employees  as 
an  additional  form  of  compensation.  But  because  it  is  excluded 
from  income,  it  is  treated  as  a  tax  expenditure,  and  thus  analyzed 
as  a  spending  program.  When  one  looks  at  the  exclusion  as  a 
spending  program,  it  is  the  same  as  if  the  Federal  Government 
were  sharing  the  costs  of  premiums  paid  by  employees  for  their  pri- 
vate health  insurance.  And  when  one  looks  at  that  cost-sharing 
program,  one  can  then  identify  the  components  and  the  pro- 
grammatic aspects  of  it,  and  compare  it  to  a  direct  spending  pro- 
gram to  see  whether  it  has  the  features  that  one  would  like  to  see. 

Now,  when  one  does  that  with  this  particular  tax  expenditure 
program,  you  see  the  following  programmatic  outline: 

One,  the  Federal  cost-sharing  program  covers  only  those  who  are 
employees.  It  does  not  cover  the  unemployed; 

The  decision  whether  any  employees  will  get  to  participate  in  the 
Federal  program  is  left  entirely  to  the  discretion  of  the  employer. 
Neither  the  Government  nor  the  employee  participates  in  that  deci- 
sion; 

There  is  no  limit  on  the  size  of  the  tax  expenditure  program 
since  the  cost  is  entirely  a  function  of  employer  decisions  and 
health  insurance  industry-established  premiums; 

The  portion  of  the  premium  that  is  paid  by  the  Federal  Govern- 
ment for  any  given  employee  is  a  function  of  that  employee's  mar- 
ginal tax  rate.  Thus,  an  employee  who  makes  $10,000  a  year  re- 
ceives no  benefit  from  the  Federal  tax  expenditure  program-  a  mar- 
ried couple  making  $20,000  a  year  gets  a  benefit  of  $15  on  each 
$100  of  premium;  and  a  couple  making  $80,000  a  year  or  more  will 

£™ve,.  a  *31  cost  share  from  the  Federal  Government  for  each 
$100  of  premium. 

Now,  it  is  possible  that  a  direct  national  health  care  program 
would  provide  that,  one,  it  would  not  cover  the  unemployed;  two, 
it  would  only  cover  those  employees  whom  employers  decide  should 
be  covered;  it  would  be  structured  so  that  the  Federal  Government 
would  pay  none  of  the  costs  of  the  health  insurance  premiums  of 
our  poorest  citizens  and  the  higher  a  person's  income,  the  higher 
the  portion  of  the  premium  would  be  paid  by  the  Federal  Govern- 
ment; and  we  would  impose  no  limits  at  all  on  the  costs  of  that  pro- 
gram. We  might  adopt  that  program,  but  I  doubt  it. 

This  is  not  to  say  that  you  could  not  have  an  appropriately  struc- 
tured tax  expenditure  program  to  achieve  this  objective  if  it  was 
decided  that  cost  sharing  for  premiums  was  the  Federal  program 
that  you  wanted  to  adopt.  The  only  point  that  I  make  here  is  that 
what  we  need  to  do  is  to  understand  the  contours  and  the  effects 
of  the  existing  tax  expenditure  program,  and  so  revise  it  or  modify 
it  or  repeal  it,  as  appropriate,  to  make  it  complement  whatever  di- 
rect national  health  care  program  that  we  ultimately  might  adopt. 

In  the  early  years  of  the  tax  expenditure  analysis,  it  was  thought 
that  there  were  inherent  differences  between  tax  expenditure  pro- 
grams and  direct  expenditure  programs  that  could  not  be  overcome. 
As  drafting  techniques  and  analysis  have  emerged  over  the  years 
it  has  become  clear  that  that  is  not  so.  The  matters  that  were 
thought  to  be  inherent  differences  in  the  early  years  in  fact  have 
proved  to  be  simply  matters  of  program  design.  And  it  is  quite  pos- 
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sible  to  design  a  tax  expenditure  program  that  will  replicate  direct 
expenditures  in  all  respects,  including  a  tax  expenditure  program 
that  does  no  violation  to  tax  policy  principles. 

What  do  remain  as  differences  that  seem  to  be  not  yet  solvable 
are  two  matters.  One  is  that  every  tax  expenditure  program  that 
can  be  enacted  has  an  automatic  first  priority  over  any  direct  Gov- 
ernment spending  program;  that  is  to  say,  all  the  tax  expenditures 
are  funded  before  any  direct  spending  program  is  funded,  including 
national  defense.  That  is  one  fact  that  makes,  of  course,  the  tax  ex- 
penditure approach  enormously  preferable  to  those  would  seek  Fed- 
eral subsidies  or  cost-sharing  programs. 

The  second  aspect  that  has  not  yet  seemed  to  be  solvable  is  the 
considerable  difference  in  the  congressional  handling  of  tax  and  di- 
rect expenditures.  In  enacting  tax  expenditures,  the  tax-writing 
committees  act  as  both  the  authorizing  and  the  appropriations  com- 
mittees. Tax  expenditures  do  not  have  to  go  through  the  two-step 
process  that  any  direct  spending  program  has  to  go  through  in 
order  to  obtain  congressional  approval. 

That  fact  also  makes  the  tax  expenditure  approach  extremely  at- 
tractive, but  it  is  also  the  cause,  I  believe,  of  our  inability,  at  least 
to  date,  to  obtain  coordination  between  tax  spending  and  direct 
spending  in  the  congressional  budget  process. 

Chairman  Sasser.  I  might  interject  and  say,  Dr.  McDaniel,  that 
is  one  reason  that  the  Finance  Committee  is  one  of  the  most  sought 
after  committees  here  in  the  Senate,  because  they  can  both  author- 
ize and  appropriate  with  tax  expenditures. 

Dr.  McDaniel.  I  am  sure  that  is  so. 

What  I  urge  the  committee  to  do  in  this  interaction  aspect  is  to 
take  the  various  tax  expenditure  programs  in  the  different  pro- 
grammatic areas,  analyze  them  as  direct  spending  programs,  and 
then  compare  them  to  the  programs  in  the  similar  budget  cat- 
egories. A  useful  educational  start  on  that  process  has  been  the 
preparation  by  Dr.  Gravelle  of  the  compendium  of  tax  expenditures 
that  has  recently  been  published.  Without  seeking  to  add  to  her 
workload,  I  would  suggest  that  maybe  that  office  could  undertake 
this  further  task  of  taking  selected  tax  expenditures  in  a  given  pro- 
grammatic area,  analyzing  those  as  direct  spending  programs,  and 
then  comparing  them  to  find  out  what  the  differences  are  between 
the  tax  approach  and  the  direct  approach,  why  those  differences 
are  there,  and,  where  appropriate,  describe  how  to  eliminate  those 
differences. 

In  terms  of  the  overall  budget  deficit,  as  Dr.  Steuerle  has  pointed 
out,  a  reduction  in  tax  expenditures  has  the  same  effect  on  the 
budget  deficit  as  does  a  reduction  in  direct  spending.  In  this  re- 
spect, it  seems  to  me  essential  that  this  committee  take  the  leader- 
ship in  reestablishing  the  understanding  that  Congress  has  had  in 
the  past  that  a  cut  in  tax  expenditures  is  just  that:  It  is  a  cut  in 
spending. 

The  Bush  administration  locked  itself  into  an  impossible  posi- 
tion, one  the  Reagan  administration  had  avoided,  by  looking  at 
every  reduction  in  a  spending  program  run  through  the  tax  system 
as  a  tax  increase.  It  seems  to  me  crucial  that  this  committee  lead 
the  way  in  reestablishing  the  proposition  that  a  cut  in  spending  re- 
duces the  deficit,  and  it  makes  no  difference  whether  the  spending 
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cut  is  in  programs  run  through  the  tax  system  or  through  the  out- 
lay system. 

Now,  having  said  that,  it  seems  to  me  appropriate  to  say  two 
things  about  the  role  of  tax  expenditures  in  dealing  with  the  budg- 
et deficit.  One,  it  seems  to  me  that  direct  outlays  inherently  should 
not  have  to  bear  the  sole  burden  of  reducing  the  Federal  deficit.  I 
do  not  see  any  reason  why  tax  expenditure  programs  should  be  ex- 
empt from  contributing  to  that  effort.  And  one  rather  crude  way 
that  you  might  think  about  the  matter  is  that  if  tax  expenditures 
represent  20  percent  of  total  spending,  as  they  do,  then  tax  expend- 
itures could  be  expected  to  contribute  20  percent  of  the  cost  of  a 
given  deficit  reduction  target  in  a  given  year. 

Second,  any  techniques  that  are  adopted  to  impose  tighter  budg- 
etary controls  on  programs  run  directly  must  be  imposed  on  tax  ex- 
penditure programs.  If  they  are  not,  because  of  the  fact  that  any 
direct  program  can  be  redrafted  as  a  tax  expenditure  program, 
beneficiaries  of  a  reduced  direct  spending  program  will  simply  take 
their  case  to  the  tax-writing  committees  and  rewrite  that  program 
as  a  tax  expenditure  program  which  is  not  covered  by  the  direct 
controls. 

For  example,  President  Clinton  has  suggested  his  approval  for  a 
line-item  veto  power.  If  Congress  should  enact  this  rule,  as  Senator 
Bradley  has  already  pointed  out,  if  it  does  not  apply  to  the  tax  ex- 
penditure budget,  there  is  simply  no  control  at  all  Decause  any  line- 
item  veto  that  doesn't  apply  to  tax  expenditures  could  be  avoided 
by  simply  switching  a  direct  outlay  to  that  mechanism. 

It  is  also  important  to  understand,  as  has  previously  been  ex- 
pressed, that  virtually  all  the  tax  expenditure  programs  are  entitle- 
ment programs.  Thus,  if  an  effort  is  made  on  the  part  of  Congress 
to  put  some  type  of  controls  on  entitlement  programs,  then  those 
same  kinds  of  controls  have  to  be  imposed  on  the  entitlement  pro- 
grams run  in  the  tax  expenditure  system,  or  we  will  simply  see  a 
shift  in  the  growth  of  entitlement  programs.  The  growth  will  not 
be  occurring  in  the  direct  expenditure  budget;  it  will  be  occurring 
in  the  tax  expenditure  budget,  as  beneficiaries  of  those  programs 
are  able  to  convince  the  tax-writing  committees  that  the  level  of 
their  support  should  not  be  reduced. 

I  think  it  is  important,  in  conclusion,  Mr.  Chairman,  to  recognize 
the  importance  of  the  work  that  your  committee  is  doing  in  educat- 
ing both  the  Congress  and  the  American  people  on  the  role  that  the 
tax  expenditure  component  plays  in  the  overall  spending  system. 
The  size  and  scope  of  that  spending  cannot  be  ignored  if  we  are  to 
reorder  national  priorities  to  meet  needs  for  health  care,  education, 
and  job  creation,  and  to  reduce  the  budget  deficit.  Indeed,  what  is 
needed  is  positive  action  to  assure  that  tax  expenditures  and  out- 
lays are  brought  together  and  considered  in  each  facet  of  govern- 
mental spending  and  deficit  deliberations. 

Thank  you. 

Chairman  Sasser.  Well,  thank  you  very  much,  Dr.  McDaniel. 

[The  prepared  statement  of  Dr.  McDaniel  follows:] 

PREPARED  STATEMENT  OF  DR.  PAUL  R.  McDANIEL 

My  name  is  Paul  R.  McDaniel.  I  am  a  member  of  the  firm  of  Hill  &  Barlow,  Bos- 
ton, Massachusetts.  At  the  present  time,  I  am  on  leave  from  the  firm  and  am  a  Vis- 
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iting  Professor  in  the  Culverhouse  Eminent  Scholar  Chair  at  the  University  of  Flor- 
ida College  of  Law. 

I  appreciate  the  invitation  of  the  Committee  to  appear  today  to  discuss  aspects 
of  the  Tax  Expenditure  Budget  as  it  affects  the  overall  budgetary  position  of  the 
Federal  Government  and  particular  items  in  that  Budget  which  interact  with  exist- 
ing or  proposed  outlays  to  meet  pressing  national  needs. 

SUMMARY  OF  STATEMENT 

1.  The  Tax  Expenditure  Budget  in  fiscal  1993  is  an  important  component  of  Fed- 
eral spending: 

Total  1993  tax  expenditures  are  about  26%  of  total  direct  outlays. 

In  fiscal  1993,  tax  expenditure  programs  are  about  6.3%  of  GNP. 

There  are  approximately  112  different  tax  expenditure  programs  in  fiscal 
1993. 

Over  80%  of  the  programs  in  the  current  Tax  Expenditure  Budget  were  also 
included  in  the  Budget  for  fiscal  1986. 

As  in  prior  years,  there  are  tax  expenditure  programs  in  virtually  every  cor- 
responding direct  outlay  budget  category. 

2.  In  critical  areas  that  Congress  will  be  considering,  items  in  the  Tax  Expendi- 
ture Budget  interact,  overlap  and  may  contradict  the  goals  of  direct  spending  pro- 
grams. Important  examples  include: 

Health  Care:  The  total  cost  for  tax  expenditures  for  health  programs  is  over 
$58  billion  in  fiscal  1993;  included  are  over  $46  billion  in  tax  expenditure  pro- 
grams for  individuals  that  have  the  features  of  a  national  health  care  program. 

Education:  The  total  costs  for  education  in  the  1993  Tax  Expenditure  Budget 
exceed  $4  billion. 

Jobs:  The  tax  expenditure  programs  for  job  training  and  employment  total 
about  $4.6  billion. 

As  direct  spending  programs  in  these  areas  are  considered,  it  is  important  to  coordi- 
nate the  tax  expenditure  programs  with  them  to  ensure  maximum  effectiveness  of 
total  government  spending  to  achieve  goals  set  by  Congress. 

3.  Spending  on  programs  run  through  the  tax  system  should  be  cut  proportion- 
ately with  direct  spending  program  cuts  in  order  to  reduce  the  Federal  budget  defi- 
cit. 

4.  Any  methodology  adopted  to  control  direct  spending  programs  also  must  be  ap- 
plied to  tax  expenditure  programs. 

5.  While  a  tax  expenditure  program  can  be  designed  to  replicate  the  economic  ef- 
fects of  a  comparable  direct  spending  program,  for  groups  seeking  a  Federal  subsidy 
there  is  a  strong  institutional  bias  in  favor  of  a  tax  expenditure  approach.  This  bias 
could  be  mitigated  by  closer  integration  of  the  tax  and  direct  expenditure  budgets 
in  the  Congressional  budget  process. 

SCOPE  OF  TAX  EXPENDITURE  BUDGET 

The  Tax  Expenditure  Budget  for  fiscal  19931  is  very  substantial,  both  in  terms 
of  the  number  and  variety  of  programs  and  the  dollar  amounts  involved. 

The  1993  Tax  Expenditure  Budget  totals  about  $395.4  billion.2  This  figure  rep- 
resents about  26%  of  total  direct  outlays  in  the  1993  Budget  and  about  6.3%  of 
GNP.  It  includes  approximately  112  different  spending  programs  which  appear  in 
virtually  every  direct  Budget  outlay  category.  As  in  prior  years,  in  some  budget  cat- 
egories the  amount  expended  through  tax  expenditure  programs  exceeds  that  ex- 
pended through  outlays  in  the  corresponding  direct  spending  budget  category.3 

The  total  number  of  different  programs  funded  through  the  tax  expenditure  mech- 
anism is  little  changed.  There  are  112  different  programs  in  fiscal  1993  compared 
to  120  in  fiscal  1986  (before  the  1986  Tax  Reform  Act.)  Over  80%  of  the  programs 


1  Special  Analysis  24,  Budget  of  the  United  States  Government,  Fiscal  Year  1993  (hereinafter 
the  "1993  Tax  Expenditure  Budget"). 

2Thi8  figure  is  based  on  the  "revenue  loss"  approach  to  the  measurement  of  the  cost  of  tax 
expenditures  in  Table  24-1,  supra,  note  1. 

9  See,  e.g.,  Commerce  and  Housing  Credit  and  General  Purpose  Fiscal  Assistance  (including 
aid  to  State  and  local  governments).  1993  Tax  Expenditure  Budget,  Table  24-1. 
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in  the  1993  Tax  Expenditure  Budget  were  included  in  the  1986  Tax  Expenditure 
Budget.4 

There  have  been  some  changes  in  the  relative  costs  of  various  tax  expenditure 
programs  since  1986.  In  fiscal  1993,  the  five  most  expensive  tax  expenditures  pro- 
grams are: 

Exclusion  from  employees'  income  of  employer  contributions  to  qualified  re- 
tirement plans  and  earnings  thereof. 

Exclusion  from  employees'  income  of  employer  contributions  for  medical  in- 
surance. 

Deductibility  of  mortgage  interest  on  owner-occupied  homes. 
Step-up  basis  of  capital  gains  at  death. 
Accelerated  depreciation.5 
In  fiscal  1986,  the  five  most  expensive  tax  expenditure  programs  were:6 

Exclusion  from  employees  income  of  employer  contributions  to  qualified  re- 
tirement plans  and  earnings  thereof. 

Investment  tax  credit. 

Deductibility  of  mortgage  interest  on  owner-occupied  homes. 

Deductibility  of  State  and  local  taxes  (other  than  on  owner-occupied  homes). 

Preferential  rates  for  capital  gains. 

The  shift  in  the  top  five  reflects  the  provisions  in  the  1986  Act  that  repealed  the 
investment  tax  credit  and  the  deduction  for  State  and  local  taxes  and  eliminated 
the  preferential  rate  for  capital  gains  (this  last  change  had  the  effect  of  making  the 
exclusion  of  capital  gains  at  death  more  expensive  as  reflected  in  the  1993 
rankings).  The  rapid  rise  in  health  care  costs  more  than  offset  the  effect  of  lower 
marginal  rates,  thus  boosting  the  exclusion  from  employees'  income  of  employer  con- 
tributions to  health  insurance  plans  to  the  status  of  the  second  most  expensive  tax 
expenditure  program  in  fiscal  1993.7 

Another  significant  change  in  the  Tax  Expenditure  Budget  should  be  noted.  In 
1986,  tax  expenditures  which  benefitted  corporations  were  about  28%  of  total  tax 
expenditures.  In  1993,  tax  expenditures  for  corporations  are  only  12.5%  of  total  tax 
expenditures.  Thus,  as  Congress  focuses  on  the  Tax  Expenditure  Budget  in  the  com- 
ing months,  it  seems  likely  that  the  tax  expenditures  which  benefit  individual  tax- 
payers will  receive  the  most  attention. 

In  sum,  the  size  of  the  Tax  Expenditure  Budget,  both  absolutely  and  in  relation 
to  direct  outlays,  the  number  of  programs  included  in  it,  and  the  interaction  of  those 
programs  with  corresponding  direct  outlay  programs  make  it  imperative  that  Con- 
gress include  consideration  for  this  Budget  as  it  tackles  the  issues  confronting  it  in 
dealing  with  the  direct  outlay  Budget. 

INTERACTION  OF  TAX  EXPENDITURE  AND  DIRECT  OUTLAY  PROGRAMS 

One  of  the  impetuses  for  the  preparation  and  publication  of  the  first  tax  expendi- 
ture list  in  1969  was  the  recognition  that  special  provisions  in  the  Internal  Revenue 
Code  were  the  equivalents  of  direct  spending  programs  and  that  they  fit  within  the 
categories  utilized  for  the  direct  outlay  Budget.  Indeed,  as  analysis  proceeded,  it  has 
become  apparent  that  tax  expenditure  programs  are  present  in  virtually  every  cat- 
egory employed  in  the  direct  Budget. 

This  fact  means  that  potentially  there  is  an  interaction  or  overlap  with  direct  out- 
lay programs  in  the  same  Budget  category.  There  have  been  many  advances  in  the 
utilization  of  the  tax  expenditure  concept  and  estimates  since  1969.  But,  with  very 
few  exceptions,  there  has  been  little  progress  in  ensuring  that  tax  expenditure  and 
direct  outlays  for  the  same  programmatic  purpose  are  designed  and  coordinated  so 
that  they  do  not  wastefully  overlap  or,  even  worse,  work  at  cross  purposes  with  each 
other.  But  the  stakes  are  becoming  so  high  as  we  as  a  nation  struggle  to  meet  vital 
objectives  that  I  believe  that  steps  must  be  taken  to  ensure  that  spending  through 
the  tax  system  and  through  the  outlay  system  are  coordinated  and  designed  to  oper- 
ate in  the  most  efficient  and  equitable  way  possible. 

4  Author's  estimates.  Some  might  reach  somewhat  different  gross  numbers  by  aggregating 
items  I  have  treated  as  separate  or  by  treating  separately  some  items  that  I  combined. 

5 1993  Tax  Expenditure  Budget,  Table  24-3. 

6  Derived  from  JCT  Staff  fiscal  1986  Estimates  of  Federal  Tax  Expenditures. 

7  The  tax  expenditure  for  health  care  was  the  sixth  most  expensive  tax  expenditure  program 
in  1986. 
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I  would  like  to  use  two  examples  to  illustrate  why  I  believe  such  a  coordinated 
approach  is  so  important. 

Health  Care.  There  are  two  tax  expenditure  programs  for  health  care  which  need 
to  be  included  in  the  analysis  of  how  best  the  U.S.  is  to  meet  and  finance  the  costs 
of  meeting  the  health  care  needs  of  our  people. 

The  first  is  the  exclusion  from  the  income  of  employees  of  the  amounts  paid  by 
their  employers  for  health  insurance  premiums  or  other  form  of  providing  medical 
care.  Under  normal  income  tax  principles,  the  amount  (or  value)  of  these  payments 
should  be  included  in  the  income  of  each  covered  employee.  Failure  to  require  that 
income  inclusion  creates  a  tax  spending  program.  The  program,  restated  in  direct 
outlay  terms,  is  that  the  Federal  Government  agrees  to  pay  a  portion  of  the  cost 
of  each  premium  that  an  employee  in  effect  would  be  paying  if  the  employer-paid 
premiums  were  included  in  income.  The  tax  expenditure  program  is  thus  a  form  of 
cost  sharing  by  the  Federal  Government  to  assist  employees  in  paying  health  insur- 
ance premiums.  And  it  is  possible  that  such  a  cost-sharing  program  might  be  part 
of  the  approach  to  a  national  health  care  system. 

It  is  essential,  however  that  the  design  and  effects  of  the  cost  sharing  program 
inherent  in  the  tax  expenditure  program  be  identified  to  insure  that  these  are  con- 
sistent with  the  overall  national  approach  to  health  care  policy.  The  following  as- 
pects of  the  current  tax  expenditure  program  appear  to  be  relevant: 

The  Federal  cost  sharing  program  covers  only  those  who  are  employees;  the 
unemployed  are  excluded. 

The  decision  whether  employees  will  get  to  participate  in  the  program  is  left 
entirely  to  the  discretion  of  the  employer — neither  the  government  nor  the  em- 
ployee has  any  say  in  the  matter. 

There  is  no  limit  on  the  size  of  the  tax  expenditure  program  since  the  cost 
is  entirely  a  function  of  employer  decisions  ana  health  insurance  industry  estab- 
lished premiums. 

The  portion  of  the  premium  that  the  Federal  Government  will  pay  for  any 
given  employee  is  a  function  of  that  employee's  marginal  tax  rate.  Thus,  for  ex- 
ample, if  a  married  couple  has  taxable  income  of  more  than  $80,000  per  year, 
the  Federal  Government  will  pay  $31  and  the  couple  must  pay  $69  out  of  every 
$100  in  premium  incurred  by  the  employee;  if  the  couple  has  taxable  income 
of  $20,000  per  year,  the  Federal  Government  will  pay  only  $15  and  the  couple 
must  pay  $85  out  of  each  $100  of  premium  paid;  and  if  trie  couple's  income  is 
below  $10,000  per  year,  the  Federal  Government  will  pay  nothing  and  the  cou- 
ple must  pay  the  entire  $100  of  each  premium  paid. 

It  is  possible  that  a  direct  national  health  insurance  program  would  provide  that 
it  would  (1)  not  cover  the  unemployed;  (2)  cover  only  those  employed  persons  whom 
employers  alone  determine  should  be  covered;  (3)  be  structured  so  that  the  Federal 
Government  will  pay  none  of  the  costs  of  health  care  for  our  poorest  citizens  and 
so  that  the  higher  a  person's  income  the  more  of  that  person's  health  care  costs  will 
be  covered  by  the  Federal  Government;  and  (4)  not  impose  any  limits  on  the  costs 
of  the  program.  But  I  doubt  it. 

This  is  not  to  say  that  there  could  not  be  a  properly  designed  tax  expenditure  pro- 
gram that  appropriately  would  be  part  of  our  new  national  health  care  policy.  My 
Eoint  is  that  the  contours  and  effects  of  this  existing  tax  expenditure  program  must 
e  understood  and,  if  necessary,  revised  to  complement  rather  than  contradict  other 
components  of  the  approach  to  national  health  care  that  Congress  ultimately  decides 
to  adopt. 

There  have  been  suggestions  by  some  that  it  might  be  desirable  to  limit  in  some 
way  the  maximum  income  tax  deduction  that  an  employer  could  take  in  order,  hope- 
fully, to  reduce  the  premiums  charged  to  employers  by  health  insurance  companies. 
This  proposal  also  is  inconsistent  with  normal  income  tax  principles  since  these 
costs  simply  are  additional  compensation  paid  by  the  employer  and,  as  such,  are 
properly  deductible.  A  limitation  on  the  deduction  is  the  obverse  of  a  tax  expendi- 
ture— it  is  a  mechanism  by  which  to  impose  a  fine  or  penalty  on  employers  who  pay 
more  for  their  employees'  health  care  than  a  governmentally  mandated  upper  limit. 
Because  the  fine  or  penalty  is  run  through  the  tax  system,  it  has  no  impact  on  em- 
ployers who  are  in  a  net  operating  loss  position  in  any  event,  on  tax-exempt  organi- 
zations and,  by  definition,  on  employers  who  have  decided  not  to  provide  health  care 
benefits  at  all.  As  with  a  tax  expenditure,  the  amount  of  the  fine  increases  with  the 
taxpayer's  marginal  tax  rates.  Thus,  a  corporate  employer  who  runs  $1.00  over  the 
limit  and  is  in  the  15%  bracket  will  be  fined  $150  and  an  overrun  in  the  same 
amount  by  an  employer  in  the  34%  bracket  will  subject  the  employer  to  a  $340  fine. 
I  do  not  know  whether  the  above  features  would  be  part  of  a  direct  penalty  (or  regu- 
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latory)  program  or  whether  they  create  the  proper  incentives  in  terms  of  controlling 
health  care  costs.  But  evaluation  of  the  proposal  and  comparison  of  the  approach 
to  other  cost  limitation  proposals  must  begin  with  the  way  a  penalty  program  run 
through  the  tax  system  would  actually  work.  Again,  this  is  not  to  say  that  use  of 
the  tax  system  is  automatically  precluded.  But,  to  design  an  appropriate,  tax  penalty 
provision,  it  must  be  concluded  that  a  penalty  (or  regulatory)  approach  iTa  desirable 
cost  control  mechanism.  If  so,  the  proper  design  of  the  program  must  be  determined 
so  that  it  can  be  drafted  in  tax  language. 

Another  tax  expenditure  program  relating  to  health  care  is  the  deduction  for  med- 
ical expenses  which  in  fiscal  1993  will  cost  $3.4  billion.  It  is  not  always  understood 
that  this  tax  expenditure  has  many  of  the  same  features  as  would  a  direct  health 
insurance  system: 

Medical  costs  can  be  deducted  only  to  the  extent  they  exceed  7.5%  of  adjusted 
gross  income.  This  provision  functions  in  the  same  manner  as  a  deductible  in 
a  health  insurance  policy. 

To  the  extent  medical  costs  exceed  the  implicit  deductible  in  the  tax  health 
insurance  policy,  a  co-insurance  requirement  is  imposed.  Because  the  value  of 
the  deduction  is  a  function  of  the  taxpayer's  marginal  tax  rate,  the  co-insurance 
requirement  for  our  couple  making  $20,000  per  year  is  $85  per  $100  of  qualify- 
ing medical  costs  incurred;  but  our  $80,000  per  year  couple  is  only  required  to 
co-insure  $69  out  of  each  $100  of  qualifying  medical  costs  incurred.  Thus,  the 
higher  the  patient's  income,  the  greater  the  portion  of  his  or  her  health  care 
will  be  borne  by  the  Federal  Government. 

The  design  of  the  medical  expense  deduction  correlates  to  an  insurance  policy  that 
helps  protect  certain  taxpayers  who  incur  catastrophic  health  care  costs  which  are 
not  paid  by  other  insurance  coverage.  The  coordination  task  is  to  be  sure  that  the 
implicit  program  design  described  above  really  is  that  which  would  be  adopted  in 
a  direct  program  of  national  health  insurance  and,  if  not,  to  amend  the  tax  health 
insurance  program  to  achieve  the  desired  program  design. 

Jobs.  One  of  the  tax  expenditures  related  to  job  creation  is  the  targeted  jobs  cred- 
it. Although  the  fiscal  1993  cost  of  the  program  is  relatively  small— $150  million- 
it  is  worth  noting.  This  tax  credit  is  designed  so  that  it  does  not  violate  normal  in- 
come tax  principles.  This  result  occurs  because  the  amount  of  the  credit  is  included 
in  the  taxable  income  of  the  employer  claiming  the  credit.8 

This  tax  expenditure  thus  illustrates  that  it  is  possible  to  design  a  tax  expendi- 
ture program  which  is  free  from  objection  on  tax  policy  grounds.  Attention  then 
turns  to  whether  it  is  needed,  is  designed  to  achieve  the  program  objective  in  the 
most  effective  way,  and  is  coordinated  with  direct  outlay  programs  that  are  intended 
to  encourage  job  creation. 

In  summary,  the  above  examples  illustrate  the  critical  importance  of  coordinating 
tax  expenditure  and  direct  outlay  programs  directed  at  achieving  similar  objectives. 
Failure  to  do  so  can  result  in  the  waste  of  scarce  Federal  resources  at  best  and  mu- 
tually self-defeating  programs  at  worst.  The  present  impediments  to  the  necessary 
coordination  and  suggestions  for  ways  to  coordinate  more  effectively  are  considered 
below. 

THE  CHOICE  BETWEEN  USING  TAX  EXPENDITURES  AND  DIRECT  OUTLAYS 

In  the  early  years  of  tax  expenditure  analysis  and  publication  of  tax  expenditure 
budgets,  it  was  thought  that  inherently  there  were  significant  differences  between 
the  two  methods  of  providing  Federal  financial  incentives  or  support.  Increasingly, 
however,  it  became  clear  that  most  of  the  claimed  differences  were  not  inherent  in 
the  expenditure  mechanisms  but  were  differences  in  program  design  that  resulted 
from  use  of  the  tax  system  versus  the  direct  outlay  system.9 

As  it  became  clearer  that  what  were  thought  to  be  inherent  differences  in  the  two 
spending  mechanisms  were  really  program  design  issues,  conceptual  and  drafting 
techniques  were  refined  that  could  eliminate  those  differences.  Thus: 

The  inability  to  deliver  tax  expenditure  benefits  to  the  non-taxpaying  poor 
could  be  solved  by  a  refundable  tax  credit  (as  is  the  case  of  the  earned  income 
credit). 

The  effect  of  providing  relatively  greater  benefits  to  higher  income  taxpayers 
could  be  solved  by  including  the  amount  of  a  tax  credit  in  income  in  the  case 


BSee  I.R.C.  §§38{bX2),  51  and  280C(a). 
These  issues  are  discussed  in  Surrey  and  McDaniel,  Tax  Expenditures,  ch.  4  (Harvard  Uni- 
versity Press:  1985). 
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of  direct  grant  equivalent  programs  (as  in  the  case  of  the  research  and  develop- 
ment tax  credit  and  the  low-income  housing  tax  credit)  or  by  imposing  an  inter- 
est charge  where  the  tax  expenditure  was  a  direct  government  loan  equivalent 
(as  in  the,  interest-charge  DISC  and  large  installment  sales  provisions.) 

Other  issues  such  as  simplicity  versus  complexity,  red-tape  versus  little  govern- 
ment control,  windfall  versus  incentives,  distortion  versus  efficient  allocation  of  re- 
sources, government  bureacracy  (IRS  versus  some  other  agency)  and  tax  equity  ver- 
sus tax  preferences  are  purely  matters  of  program  design  and  can  be  resolved  the 
same  way  in  a  tax  expenditure  or  direct  outlay  program. 

There  are  two  major  differences  between  the  two  mechanisms,  however,  that  can- 
not be  solved  by  the  skills  of  the  legislative  drafters.  And  these  differences  are  di- 
rectly related  to  the  coordination  and  control  issues  discussed  in  the  preceding  sec- 
tion. 

These  differences  are: 

Any  tax  expenditure  has  an  automatic  first  priority  over  any  direct  outlay 
program. 

A  tax  expenditure  program  can  avoid  the  authorization — appropriation  proc- 
ess applicable  to  direct  outlays. 

The  first  difference  occurs  because  taxpayers  qualifying  for  tax  expenditures  claim 
the  benefits  of  those  programs  in  their  income  tax  returns.  It  is  only  after  they  have 
taken  these  benefits  that  they  send  their  (now  reduced)  tax  checks  to  the  IRS.  But 
direct  outlay  programs  can  be  funded  only  after  the  receipt  of  these  tax  checks  (or 
by  borrowing  if  the  sum  of  the  receipts  is  less  than  total  direct  outlays).  The  benefit 
of  gaining  this  budgetary  priority  can  be  enormously  important  for  groups  seeking 
Federal  financial  assistance.  In  addition,  the  phenomenon  has  important  implica- 
tions for  proposals  to  reduce  the  deficit  or  control  certain  types  of  Federal  spending, 
as  will  be  discussed  in  the  following  section. 

The  second  distinguishing  feature  between  tax  expenditures  and  direct  outlays  is 
that  the  tax-writing  committees  serve  as  both  the  authorizing  and  appropriations 
committee.  The  two-stage  process  applicable  to  direct  outlays  thus  is  by-passed.  This 
fact  makes  the  tax  expenditure  approach  much  more  appealing  to  many  groups 
seeking  Federal  financial  benefits. 

But  this  difference  in  present  Congressional  procedures  with  respect  to  the  two 
mechanisms  for  Federal  spending  is  at  the  heart  of  the  present  lack  of  coordination 
between  tax  expenditures  and  direct  budget  outlays.  Given  the  current  committee 
structure  in  Congress,  it  is  difficult  to  see  how  the  necessary  coordination  will  be 
guaranteed. 

The  first  step  may  be  education  as  to  the  problem.  This  Committee  recently  has 
published  "Tax  Expenditures:  Compendium  of  Background  Material  on  Individual 
Provisions." 10  The  document  provides  an  excellent  analysis  of  each  existing  tax  ex- 
penditure program.  As  a  step  towards  greater  coordination  of  tax  and  direct  spend- 
ing programs,  the  Committee  could  request  the  Congressional  Research  Service  to 
prepare  a  Supplement  to  the  Compendium  which  would  take  selected  tax  expendi- 
ture programs  for  which  there  is  a  direct  outlay  program  analogue.  In  each  of  the 
selected  cases,  the  implicit  program  design  of  the  tax  expenditure  would  be  set 
forth,  its  beneficiaries  identified  by  industry  group,  income  class,  demographic  fac- 
tor, etc.,  as  relevant.  That  program  could  then  be  compared  to  comparable  direct 
outlay  programs.  Where  differences  in  the  two  programs  are  identified,  the  reasons 
for  those  differences  could  be  discussed  and  evaluated. 

While  education  undoubtedly  is  important,  the  more  fundamental  question  is  how 
can  Congress  institutionalize  coordination  of  the  two  spending  mechanisms  within 
the  existing  committee  structure?  Answers  are  not  easy  to  come  by.  Some  have  sug- 
gested that  tax  expenditures  cannot  be  approved  by  the  tax-writing  committees 
until  authorized  by  the  appropriate  standing  committee.  Others  have  suggested  that 
all  tax  expenditures  approvea  by  the  tax  writing  committees  must  be  approved  also 
by  the  Appropriations  Committees.  These  suggestions  would  require  radical  changes 
in  the  relationship  (and  power)  between  the  tax  writing  and  authorization/appro- 
priations committees. 

It  might  be  more  fruitful  to  consider  beginning  coordination  at  the  staff  and/or 
drafting  levels.  That  is  to  say,  where  tax  expenditures  are  involved,  the  staff  of  the 
tax  writing  committee  would  be  instructed  to  consult  with  the  staff  of  the  relevant 
standing  committee  to  determine  whether  the  program  designs  of  the  tax  expendi- 
ture and  direct  outlay  programs  are  consistent  in  objective  and  results.  At  least  if 
differences  are  identified  and  communicated  to  the  members  of  the  tax-writing  corn- 


's. Prt.  102-119,  102d  Cong.  2d  Seas.  (Nov.  1992). 
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mittees,  a  conscious  decision  could  be  made  as  to  which  of  the  two  program  designs 
better  achieves  the  spending  objective. 

It  is  also  possible  that  this  comparison  and  difference  identifying  function  could 
be  carried  out  by  the  Office  of  the  Senate  Legislative  Counsel.  That  office,  after  all, 
does  draft  all  tax  expenditure  and  direct  outlay  legislation. 

The  necessary  coordination  function  probably  can  be  carried  out  more  effectively 
in  the  Executive  Branch.  OMB  would  appear  to  have  the  ability  to  bring  the  Treas- 
ury Department  and  relevant  other  department  staff  together  tp  ensure  consistency 
among  the  program  designs  in  the  two  forms  of  spending  mechanisms  and  with  the 
overall  budgetary  policy  being  pursued.11 

TAX  EXPENDITURES  AND  THE  BUDGET  DEFICIT 

There  are  two  aspects  of  current  budgetary  discussions  to  which  consideration  of 
the  tax  expenditure  budget  can  contribute. 

The  first  is  the  generally  agreed  upon  need  to  reduce  the  budget  deficit.  In  work- 
ing toward  this  objective,  it  is  critical  to  reclaim  the  understanding  that  repeal  or 
reduction  of  one  or  more  tax  expenditures  has  the  same  effect  on  the  budget  deficit 
as  does  repeal  or  reduction  of  one  or  more  direct  outlays.  In  this  respect,  it  is  vital 
that  the  Committee  provide  leadership  in  reeducating  Senators  that  a  cut  in  a  tax 
expenditure  program  is  a  spending  cut,  it  is  not  a  tax  increase. 

The  Bush  administration  locked  itself  into  an  impossible  position — one  the 
Reagan  administration  avoided — by  looking  at  every  reduction  in  a  spending  pro- 
gram run  through  the  tax  system  as  a  tax  increase.  It  is  crucial  that  the  Committee 
lead  the  way  in  reestablishing  the  proposition  that  a  cut  in  spending  reduces  the 
deficit  and  it  makes  no  difference  whether  the  spending  cut  is  in  programs  run 
through  the  tax  system  or  through  the  outlay  system. 

Having  said  that,  I  urge  the  Committee  to  help  ensure  that  all  the  spending  cuts 
that  are  made  are  not  solely  in  direct  outlay  programs.  The  automatic  first  priority 
given  to  tax  expenditures,  as  discussed  above,  should  not  be  extended  to  create  an 
exemption  from  spending  cuts  to  reduce  the  deficit.  There  is  no  justification  for  re- 
quiring beneficiaries  of  direct  outlay  programs  to  bear  all  the  brunt  of  deficit  reduc- 
tion while  beneficiaries  of  tax  expenditures  are  unaffected.12  One  methodology  to 
consider  would  require  that,  in  a  deficit  reduction  program,  tax  expenditures  must 
be  cut  proportionately  to  direct  expenditures.  Thus,  if  tax  expenditures  constitute 
20%  of  total  Federal  spending  (tax  expenditures  plus  outlays)— as  they  currently 
do — then  cuts  in  tax  expenditures  should  constitute  20%  of  total  spending  cuts  man- 
dated for  the  fiscal  year  (or  5-year  period,  as  the  case  may  be). 

Similarly,  any  techniques  adopted  to  impose  tighter  budgetary  controls  on  direct 
spending  programs  must  be  imposed  on  tax  expenditure  programs.  This  require- 
ment is  mandated  by  the  fact  noted  above  that  any  outlay  program  can  be  redrafted 
as  a  tax  expenditure  program.  Because  of  this  fact,  any  budget  cost  control  tech- 
nique applied  only  to  outlays  can  be  circumvented  easily  through  the  tax  expendi- 
ture mechanism. 

For  example,  President  Clinton  has  expressed  his  approval  for  a  line-item  veto 
power.  As  Senator  Bradley  has  pointed  out,  however,  if  adopted,  the  veto  power 
must  extend  to  tax  expenditures.  Failure  to  do  so  would  mean  that  beneficiaries  of 
a  Federal  program  could  exempt  themselves  from  the  threat  of  a  line-item  veto  by 
getting  their  program  enacted  as  a  tax  expenditure  program. 

Similarly,  concern  has  been  expressed  over  the  rapid  and  continuing  growth  in 
outlays  that  are  structured  as  entitlement  programs.  But  it  must  be  recognized  that 
nearly  all  tax  expenditure  programs  function  as  entitlement  programs.  Thus,  tech- 
niques adopted  to  curtail  the  growth  of  direct  outlays  entitlement  programs  likewise 
must  be  applied  to  tax  expenditure  programs.  Failure  to  do  so  will  mean  that 
growth  in  direct  outlay  entitlement  programs  might  be  checked  but  growth  in  simi- 
lar tax  expenditure  programs  would  not — a  result  that  is  difficult  to  justify.  In  addi- 
tion, a  limit  applied  only  to  direct  outlays  would  put  pressure  on  entitlement  pro- 
gram beneficiaries  to  go  the  tax  expenditure  route  and  the  net  cost  of  Federal  enti- 
tlement programs  could  be  little  affected.13 


"For  further  development  of  the  suggestion,  see  Surrey  and  McDaniel,  supra,  note  9,  p.  33. 

12  For  example,  if  social  security  benefits  are  cut  back  so  too  should  the  tax  expenditure  for 
social  security  benefits.  The  two  cuts  would  affect  quite  different  income  classes  of  social  secu- 
rity recipients. 

13  For  a  discussion  of  earlier  cost  control  techniques,  see  Surrey  and  McDaniel,  supra  note 
9  at  pp.  48  ff. 
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CONCLUSION 

This  Committee  is  to  be  commended  for  increasing  the  understanding  by  Congress 
and  the  American  people  that  spending  programs  can  be  and  are  run  through  the 
tax  system  as  readily  as  through  the  outlay  system.  The  size  and  scope  of  that 
spending  cannot  be  ignored  if  we  are  to  reorder  our  national  priorities  to  meet  ur- 
gent needs  for  health  care,  education  and  job  creation  and  to  reduce  the  budget  defi- 
cit. Indeed,  what  is  needed  is  positive  action  to  assure  that  tax  expenditures  and 
outlays  are  brought  together  in  each  facet  of  governmental  spending  and  budget  de- 
liberations. 

Chairman  Sasser.  I  must  say  thank  you  very  much  to  all  of  our 
witnesses  for  some  very  detailed  and  perceptive  and  penetrating 
and  slightly  provocative  testimony  here  this  morning. 

Dr.  McDaniel,  on  the  question  you  just  raised,  you  suggested  that 
if  Congress  were  to  seek  to  reduce  entitlement  payments,  some  peo- 
ple who  receive  these  reductions  might  simply  go  over  to  the  other 
side  of  the  house  and  seek  to  reduce  that  loss  through  increasing 
tax  expenditures.  This  is  what  you  just  raised  in  your  direct  testi- 
mony and  I  would  like  to  get  your  view  on  this.  Would  not  these 
actions  again  unduly  tilt  the  system  against  those  who  have  little 
resources  and  in  favor  of  those  who  have  substantial  resources?  It 
seems  to  me  that  if  you  have  little  resources  one,  it  is  more  difficult 
to  make  your  voice  heard  over  there  in  what  one  journalist  charac- 
terized as  Gucci  Gulch  and,  second,  it  is  more  difficult  for  a  tax  ex- 
penditure really  to  have  any  impact  on  some  one  that  has  limited 
resources? 

Dr.  McDaniel.  Well,  you  are  better  equipped  than  I  am  to  com- 
ment on  the  political  process.  On  the  second  point,  we  do  now  have 
techniques  by  which  the  tax  expenditure  can  be  delivered  to  low- 
income  people. 

Chairman  SASSER.  Through  tax  credits. 

Dr.  McDaniel.  We  do  that  through  refundable  tax  credits,  like 
the  earned  income  credit. 

Chairman  Sasser.  Yes. 

Dr.  McDaniel.  And  I  think  that  sort  of  program  sometimes  can 
reach  that  population  more  effectively  through  the  tax  system, 
other  times  more  effectively  through  the  direct  system,  and  that  is 
the  decision  you  have  to  make.  But  it  is  clear  that  if  the  direct  pro- 
grams that  benefitted  low-income  people  were  cut  and  there  was 
sufficient  power  to  shift  it  to  the  tax  expenditure  programs,  you 
could  still  deliver  those  benefits  to  that  population  through  the  tax 
system. 

Chairman  Sasser.  Now,  on  the  question  of  tax  expenditures  in 
the  health  function,  we  spend  about  $80  billion  a  year  here  on  med- 
icaid, which  is  a  health  program,  as  you  know,  that  is  designed  to 
provide  health  care  to  the  poorest  of  the  population,  and  it  is  sort 
of  minimum  health  care.  Millions  aren't  covered  by  it.  We,  you 
said,  spend  somewhere  in  the  neighborhood  of  $50  billion  in  tax  ex- 
penditures for  health  care,  and  this  is  aimed  primarily  at  middle- 
to  upper-income  people  who  are  employed. 

Dr.  McDaniel.  Right. 

Chairman  Sasser.  Well,  now,  if  this  is  an  upper-income  tax  sub- 
sidy or  an  upper-middle-income  tax  subsidy,  wouldn't  this  serve  to 
drive  up  health  care  costs  in  some  way?  In  other  words,  market 
forces,  it  appears  to  me,  would  not  be  as  sharp  with  a  subsidy  and 
you  would  not  be  as  inclined  to  try  to  get  the  best  buy  for  your  dol- 
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lar,  the  best  buy  for  your  health  care  dollar,  if  part  of  the  cost  is 
being  subsidized  through  a  tax  expenditure  with  your  Federal  tax 
return. 

Dr.  McDaniel.  Well,  at  the  risk  of  correction  by  my  economist 
friends  here,  I  would  assume  that  that  is  so  because  the  employer- 
provided  premium  moneys,  in  fact,  never  go  through  employees' 
hands  and,  in  a  sense,  they  do  not  see  any  cost  to  them  of  this  pro- 
gram that  we  are  running  through  the  tax  expenditure  system.  My 
assumption  is  that  this  fact  does  lead  to  greater  utilization  of  the 
health  care  system  by  those  who  do  not  see  any  direct  costs  to 
themselves  in  that  program. 

Chairman  Sasser.  Well,  would  the  other  panelists  wish  to  com- 
ment on  that?  And  I  ask  it  in  this  context:  there  is  a  lot  of  discus- 
sion here  about  sort  of  managed  care  and  trying  to  get  some  sort 
of  competition  into  the  health  care  system.  The  idea  is  that  if  we 
get  some  sort  of  competition  and  get  more  market  forces  operating 
in  health  care,  maybe  we  will  reduce  at  least  the  rate  of  increase 
of  health  care  costs. 

Dr.  Steuerle.  Senator,  I  think  there  is  a  substantial  literature 
that  argues  that  the  current  design  of  the  exclusion  of  employer- 
provided  health  insurance  is  very  inefficient  and  does  lead  to  cost 
increases.  The  literature  proceeds  basically  upon  the  following  ar- 
gument: that  if  the  tax  deduction  is  such  that  I  don't  pay  social  se- 
curity tax  and  State  income  tax  and  Federal  income  tax,  then  for 
every  dollar  of  health  insurance  I  buy,  I  only  pay,  on  net,  about  60 
cents  if  I  buy  it  through  this  particular  mechanism. 

So  it  is  only  going  to  cost  me  60  cents  to  get  a  dollar's  expendi- 
tures on  health  care.  I  am  willing  to  buy  much  more  than  I  really 
need,  on  top  of  which  the  current  design — and  you  alluded  to  this — 
has  a  number  of  features  that  discourage  employers  and  employees 
from  bargaining.  Basically,  the  health  bargain  between  employers 
and  employees  is  subsidized  through  this  open  window  because 
both  of  them  then  share  funds  essentially  being  provided  by  the 
government. 

And  so  by  not  being  capped  or  limited,  the  current  exclusion  en- 
courages bargaining  to  constantly  add  more  and  more  health  insur- 
ance rather  than  to  be  cost-conscious  about  what  that  insurance 
might  provide.  So  your  assumption  is  entirely  correct. 

Chairman  Sasser.  Dr.  Gravelle,  do  you  wish  to  add  to  that? 

Dr.  Gravelle.  Well,  it  is  hard  to  add  much  to  what  Gene  said, 
but  I  think  one  more  point  that  might  be  made  is  forgiving  taxes 
on  employer-provided  health  care  encourages  people  to  provide  vir- 
tually first-dollar  coverage,  to  purchase  first-dollar  coverage  that  is 
low  deductible,  low  copayment  health  insurance,  and  then  when 
they  go  out  into  the  health  care  market,  that  just  causes  the  price 
mechanism,  the  price  signaling  mechanism  to  be  absent. 

If  people  go  out  and  they  see  they  have  to  pay  virtually  nothing 
or  10  cents  or  20  cents  on  the  dollar,  both  they  and  their  doctors 
are  willing  to  spend  more  money.  So  you  move  through  the  insur- 
ance system  to  what  happens  in  the  health  care  system.  As  an  em- 
ployee, it  makes  sense  for  me  to  actually  want  a  health  care  pro- 
gram that  has  a  very  low  deductible  and  covers  everything  that  I 
do,  and  then  when  I  have  to  make  a  decision  or  my  doctor  makes 
a  decision,  it  doesn't  cost  us  anything;  it  doesn't  cost  me  anything. 
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So  I  think  that  is  another  aspect  of  how  the  health  care  system 
works. 

And,  of  course,  it  does  provide  benefits  for  people  who  are  capa- 
ble most  of  the  time  of  covering  those  small-dollar  costs.  It  really 
is  not  necessary  for  most  of  the  people  that  it  covers. 

Chairman  Sasser.  And  it  appears  to  me — and  correct  me  if  this 
assumption  is  in  error,  but  it  appears  to  me  that  this  drives  up 
health  care  costs.  You  have  got  medicaid,  for  example,  competing 
in  the  same  market  for  health  care.  So  this  drives  up  the  health 
care  costs  to  medicaid  or  to  the  Federal  Government. 

I  mean,  by  the  tax  expenditure  on  one  side  which  dulls  market 
forces  in  the  health  care  field,  this  drives  up  health  care  costs,  and 
on  the  other  side  of  the  house  you  have  got  the  Federal  Govern- 
ment buying  health  care  through  medicaid — Federal  and  State  gov- 
ernments buying  health  care  through  medicaid,  so  they  have  got  to 
come  up  to  this  additional  high  cost.  Does  that  make  sense? 

Dr.  Steuerle.  I  think  that  is  correct.  As  long  as  we  subsidize 
health  care,  we  put  more  money  in  the  system,  and  there  are  pro- 
viders out  there  who  are  going  to  be  able  to  charge  higher  prices. 
If  they  charge  higher  prices  for  private  insurance,  then  it  raises  the 
price  that  medicare  and  medicaid  have  to  pay  to  hire  the  same  pro- 
viders of  health  care  services. 

Just  to  not  let  the  direct  expenditure  side  of  the  budget  off  the 
hook,  though,  the  Medicare  Program  itself  is  very  much  of  an  open- 
ended  entitlement  where  private  individuals,  rather  than  the  Gov- 
ernment itself,  are  determining  how  much  is  being  spent  by  the 
Government.  So,  in  that  sense,  medicare  has  certain  budgetary  fea- 
tures that  resemble  the  tax  exclusion.  They  are  both  open-ended, 
which  is  probably  the  worst  feature  of  any  budget  policy. 

Chairman  Sasser.  Let  me  just  ask  you  this  question  before  turn- 
ing to  Senator  Gregg  here.  The  idea  of  looking  at  these  tax  expend- 
itures is  certainly  not  a  new  one.  Professor  McDaniel,  you  wrote  an 
article  with  Dr.  Stanley  Surrey,  I  think,  back  in  1982  and  you 
made  many  of  the  same  points  that  you  have  made  here  today. 

Dr.  Alice  Rivlin  was  then  the  Director  of  the  Congressional  Budg- 
et Office  and  she  testified  before  the  Congress  in  1982  on  the  need 
to  bring  these  tax  expenditure  items  under  better  budgetary  con- 
trol. Now,  it  was  a  problem  10  years  ago.  Yet,  not  a  lot  has  been 
done  about  it  unless  we  say  that  the  1986  tax  reform  bill  affected 
tax  expenditures  substantially,  and  maybe  we  can  make  that  case. 

But  can  any  of  you  recommend  ways  in  which  we  could  bring  a 
greater  budget  focus  on  the  issue  of  tax  expenditures?  By  that  I 
mean  not  only  a  mechanism  for  greater  control,  but  a  better  way 
of  keeping  these  expenditures  on  the  political  radar  screen,  for  ex- 
ample, because  we  react  here  to  the  issues  across  the  country  in 
a  political  way?  Dr.  Gravelle? 

Dr.  Gravelle.  Well,  I  would  like  to  sort  of  expand  on  something 
that  Senator  Simon  said  in  his  opening  statement  that  I  think  one 
of  the  problems  that  we  are  engaged  in  with  tax  policy  in  general 
is  that  we  are  not  looking  at  the  long-run  consequences  of  things 
that  we  enact  today.  The  intangibles  provisions  was  one  of  those 
provisions  that  would  cost  money,  you  know,  down  the  road  that 
may  not  lose  any  money  today,  and  I  estimated  that  would  be 
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about  $2  billion.  So  we  have  got  a  future  tax  expenditure  that  we 
don  t  even  see  on  the  budget  horizon. 

So  I  would  like  to  see— I  think  one  of  the  things  that  you  could 
try  to  do  with  each  piece  of  legislation  is  a  statement  of  how  this 
would  impact  on  the  tax  expenditure  budget  as  sort  of  a  separate 
exercise,  and  also  extend  that  out  to  many  years  in  the  future  so 
you  could  see  the  sorts  of  things  that  are  happening  in  the  legisla- 
tion last  year  when  you  would  enact  provisions  that  had  revenue 
gains  in  the  short  run,  losses  in  the  long  run,  or  that  were  just  sort 
of  one-time  changes,  like  estimated  corporate  taxes,  and  so  forth. 

I  think  the  more  information  we  have  about  those  provisions  and 
putting  them  in  a  tax  expenditure  framework  might  be  a  way  to 
highlight  what  we  are  doing  as  we  go  along. 

Dr.  Steuerle.  Senator,  this  is  a  very  difficult  issue  and  one  that 
I  am  sure  you  and  your  staff  have  worked  on  even  more  than  I 
have.  That  is  the  question  of  what  are  the  right  budgetary  rules 
that  can  allow  us  to  one,  get  a  hold  of  the  deficit,  which  I  think 
is  the  symptom  of  a  problem  and  two,  control  over  the  budget  and 
what  we  want  to  spend  our  money  on,  as  opposed  to  having  that 
money  being  determined  by  policymakers  20  years  ago  or,  as  Dr. 
Gravelle  points  out,  70  years  ago  in  some  cases  in  the  tax  budget. 

Among  the  things  that  I  think  we  need  to  do — and  Dr.  Gravelle 
alluded  to  this — is  to  have  some  rule  that  goes  outside  the  5-year 
budget  window.  Maybe  we  don't  need  to  do  budget  estimates  that 
are  precise,  but  we  need  to  have  something  that  limits  the  extent 
to  which  we  can  increase  tax  expenditures  or  direct  expenditures 
in  ways  that  grow  dramatically  once  we  get  outside  the  budget  win- 
dow. 

I  personally  happen  to  favor  a  line-item  veto.  I  would  extend  that 
line-item  veto  to  the  tax  expenditure  budget.  I  realize  it  is  a  com- 
plicated issue,  again,  as  to  exactly  how  a  veto  would  work,  but  I 
would  try  to  do  it  in  a  way  that  would  allow  the  President  to  veto 
any  program  and  to  force  Congress  to  come  back  and  negotiate 
with  him  over  what  the  program  would  look  like. 

And  then,  anything  that  tries  to  force  entitlements,  direct  or  tax, 
to  periodic  review— and  we  could  propose  a  variety  of  ways  to  do 
this,  some  of  which  may  be  effective,  some  of  which  may  be  only 
symbolic — is  very  important. 

And,  finally,  on  drawing  up  the  tax  expenditure  budget,  I  don't 
think  we  actually  do  a  good  enough  job  yet.  The  Congress  thinks 
it  gets  these  lists  from  CBO  or  Joint  Committee  or  CRS  and  that 
they  are  complete  and  entire.  In  fact,  there  are  a  lot  of  rifle  shots 
and  a  lot  of  small  items  in  the  tax  expenditure  budget — I  am  sure 
you  can  find  them  on  the  expenditure  side,  too — that  don't  ever  get 
a  list.  Somebody,  somewhere  in  some  committee  knows  what  they 
are,  but  we  really  don't  have  them  available  in  a  nice,  easy,  listed 
fashion  for  review.  I  think  we  need  to  improve  what  we  do  with  the 
tax  expenditure  list,  but  again  as  well  as  in  other  parts  of  the 
budget. 

Dr.  McDaniel.  Mr.  Chairman,  I  have  thought  a  good  bit  about 
what  Congress  could  do.  I  frankly  can't  get  by  the  committee  sys- 
tem as  a  way  for  Congress  to  get  a  handle  on  tax  expenditure 
budgets  in  conjunction  with  direct  expenditure  budgets.  I  do  think 
the  most  useful  thing  politically  at  this  point  is  to  try  to  keep  a 
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high  profile  on  these  programs  as  an  alternative  mechanism  to  di- 
rect spending  programs,  and  make  sure  everybody  keeps  under- 
standing that  fact  and  that  understanding  stays  always  in  the  fore- 
front of  the  budget  process. 

It  is  the  ability  to  deal  only  with  the  direct  outlay  budget  and 
ignore  the  tax  expenditure  budget  that  creates  the  possibility  for 
the  sorts  of  run  around  of  controls  that  we  have  been  talking  about 
today.  So  I  think  that  high  visibility  may  be  the  most  useful  thing 
at  this  particular  point. 

Chairman  Sasser.  Thank  you,  Dr.  McDaniel. 

Senator  Gregg? 

Senator  Gregg.  Thank  you,  Mr.  Chairman.  It  is  pretty  hard  to 
know  where  to  start,  and  to  such  a  large  degree  this  is  an  academic 
exercise  that  it  is  maybe  pointless  to  start  on  many  of  the  issues. 

Dr.  McDaniel.  You  don't  know  how  the  statement  wounds  some 
of  us,  actually. 

Senator  Gregg.  Well,  I  was  on  the  Ways  and  Means  Committee 
for  a  while  and  I  think  I  understand  the  depth  of  the  problem.  But 
maybe  there  is  something  we  can  agree  on — I  hope  we  can — and 
that  is  any  discussion  of  tax  expenditures  has  to  be  done  in  the 
context  of  revenue  neutrality,  doesn't  it?  I  mean,  otherwise  you  are 
not  talking  changing  tax  expenditures;  you  are  talking  about  in- 
creasing tax  burden. 

So  if  you  are  going  to  talk  about  adjusting  tax  expenditures  to 
get  them  to  be  more  realistic  in  the  present  day,  as  was  pointed 
out  by  one  of  you,  or  to  try  to  get  them  to  be  more  directed  at  a 
social  concern  or  an  issue  of  economic  policy,  and  you  are  going  to 
eliminate  them  in  a  way  that  generates  revenue  to  the  government, 
then  at  the  same  time  you  have  to  adjust  that  on  the  other  side 
by  reducing  rates  or  taking  some  other  action  which  creates  a  reve- 
nue-neutral position  because  if  you  don't  do  that,  you  are  just  rais- 
ing taxes. 

Of  course,  this  was  the  goal  of  the  1986  Act.  Somebody  men- 
tioned the  figure  of  $200  billion  that  was  taken  out  in  tax  expendi- 
tures, but  it  was  done  in  the  context  of  revenue  neutrality.  Every- 
thing that  came  out  had  to  theoretically  be  adjusted  and  everything 
that  went  in  had  to  be  adjusted  and  you  couldn't  offer  an  amend- 
ment unless  you  could  prove  it  was  revenue-neutral  in  the  commit- 
tee, and  to  the  extent  we  took  out  expenditures,  we  tried  to  reduce 
rates. 

So  do  you  agree  with  that  assessment  that  if  you  are  going  to  be 
intellectually  honest  about  what  your  exercise  is — and  you  are  say- 
ing your  exercise  is  to  correct  mistakes  in  tax  expenditures  that  are 
misdirecting  as  a  result  of  historically,  as  I  think  one  of  you  said, 
economic  conditions  that  no  longer  exist  or  to  adjust  and  make  a 
benefit  more  targeted  on  a  social  group  or  to  address  the  health 
care  issue.  Any  time  you  do  that  with  an  expenditure  and  you  raise 
income,  you  are  going  to  have  to  adjust  somewhere  else,  and  I  pre- 
sume it  is  going  to  be  on  the  rate  side,  in  order  to  maintain  reve- 
nue neutrality.  If  you  are  not  going  to  accept  that  as  a  threshold 
position,  I  guess  I  would  have  to  ask  you  why. 

Dr.  Gravelle.  Shall  I  begin?  I  guess  the  answer  to  that  would 
be  I  guess  I  don't  understand  why  you,  as  a  public  policy,  want  to 
keep  revenues  fixed.  I  mean,  when  you  think  about  tax  expendi- 
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tures  in  this  context,  you  are  thinking  about  substitutes  for  direct 
expenditures  and  you  wouldn't  think  about  changing  the  tax  rates 
every  tune  you  changed  direct  expenditures.  So  I  guess  I  don't  see 

the  philosophy  behind  this  argument.  I  think,  also,  in  terms  of 

Senator  Gregg.  Have  you  noticed  that  in  the  last  10  years  the 
rate  of  tax  in  this  country  that  the  Federal  Government  has  been 
taking  has  gone  from  about  19  percent  up  to  around  23.5  percent 
while  the  rate  of  expenditure  is— the  rate  of  expenditure  has  gone 
from  19  percent  up  to  about  23.5  percent  while  the  rate  of  tax 
burden 

Dr.  Gravelle.  I  don't  have  those  numbers  in  front  of  me,  but  I 
don't  believe  the  tax  share  has  changed  very  much  over  the  past 
several  years. 

Senator  Gregg.  The  tax  burden  has  stayed  the  same.  The  rate 
of  expenditure  has  gone  up. 

Dr.  Gravelle.  I  believe  that  what  we  have  seen  is  an  increase 
in  social  security  taxes,  a  decrease  in  corporate  and  individual  in- 
come taxes,  some  minor  changes,  I  guess,  in  excise  taxes.  So  the 
mix  of  taxes  has  changed,  but,  of  course,  one  of  the  fastest  growing 
programs  and  one  of  the  taxes  that  has  gone  along  with  it  is  the 
Social  Security  System. 

But  I  just  want  to  add  one  more  thing  to  what  I  was  about  to 
say.  Even  if  we  ended  up  raising  revenues  by  reducing  tax  expendi- 
tures, running  a  deficit  or  having  a  deficit  is  a  burden  on  some- 
body. There  is  nothing  that  we  do  that  is  not  a  burden  on  some- 
body somewhere.  It  is  just  that  the  deficit  happens  to  be  a  burden 
on  future  generations. 

Senator  Gregg.  Well,  just  so  I  understand  this,  what  you  are 
saying  is  that  this  isn't  an  exercise  in  correcting  tax  policy  as  it  ap- 
plies to  economic  activity  or  social  concern.  This  is  an  exercise  in 
raising  revenue. 

Dr.  Gravelle.  What  I  am  saying  is  I  don't  see  why  the  con- 
straint that  something  should  be  revenue-neutral  should  be  a  given 
when  you  are  assessing  these  programs  or  assessing  policy  in  gen- 
eral. 

Senator  Gregg.  Well,  because  your  entire  argument  here,  Doctor, 
was  based  on  the  concept  that  this  was  just  an  outrageous  situa- 
tion, that  this  was  an  upside-down,  I  think  was  the  term  you 
used— an  upside-down  benefit.  Therefore,  it  was  benefitting 
wealthy  individuals,  I  presume  is  what  you  are  saying,  over  poor 
individuals;  that  the  origins  of  these  tax  changes  were  historically 
no  longer— you  know,  were  historical  and  that  they  were  no  longer 
appropriate. 

I  mean,  the  thrust  of  your  argument,  and  I  believe  everybody 
else's  argument  here,  was  that  we  have  got  to  address  this  because 
socially  and  economically  it  is  important  that  we  have  a  tax  law 
that  addresses  social  and  economic  concerns  of  today,  not  of  the 
1920's. 

Dr.  Gravelle.  Well,  all  of  my  testimony  was,  as  I  see  it,  a  fac- 
tual description  of  how  these  tax  expenditures  look  and  how  they 
arose  relative  to  direct  expenditures.  Now,  what  kind  of  policy  one 
wants  to  pursue  as  far  as  the  overall  distribution  of  income  in  the 
country,  the  overall  role  of  the  Federal  Government— that  is  a  pol- 
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icy  decision,  but  what  I  am  saying  is  I  don't  see  why  you  would 
begin  with  the  constraint  that  every  time  you 

Senator  Gregg.  Well,  you  might  begin  with  that  constraint  be- 
cause you  are  taking  product,  income,  from  people.  I  mean,  taxes 
are  not,  by  right,  the  government's. 

Dr.  Gravelle.  Well,  again,  I  guess  I  am  kind  of  lost  as  to  what 
you  mean. 

Senator  Gregg.  You  might  get  to  the  philosophy  that  govern- 
ment already  takes  enough  in  tax  burden  out  of  the  population  and 
that  if  you  are  going  to  adjust  the  tax  laws  on  the  tax  expenditure 
side,  the  adjustment  should  be  aimed  at  getting  better  economic 
performance,  getting  better  social  activity  out  of  those  tax  expendi- 
tures, rather  than  getting  more  money  out  of  the  folks  who  are  out 
there  trying  to  earn  a  living. 

Dr.  Gravelle.  Well,  I  guess,  what  public  finance  says,  what  nor- 
mative economics  tells  me,  which  is  the  way  I  think  about  these 
things,  is  the  purpose  of  the  government  is  to  improve  the  welfare 
of  the  people. 

Senator  GREGG.  And  you  improve  the  welfare  of  the  people  by 
taking  more  taxes  from  them? 

Dr.  Steuerle.  Senator,  could  I  try  to  intermediate  here? 

Dr.  Gravelle.  It  is  possible  that  if  you  use  it  to  reduce  the  defi- 
cit, you  might  be,  sure,  and  I  don't  know,  but  that  is  the  framework 
in  which  you  have  to— — 

Senator  Gregg.  But  if  you  use  it  to  reduce  the  rates  on  lower- 
income  people  and  remain  tax-neutral. 

Dr.  Steuerle.  I  think  what  I  would  argue — which  I  think  is 
sympathetic  to  the  point  you  are  trying  to  make  but  uses  different 
phrasing — is  that  one  can't  look  at  tax  expenditures  without  ad- 
dressing the  broader  issue  of  how  efficient  government  is,  how 
much  it  interferes  in  the  economy,  and  whether  its  size  interferes 
with  productive  activity. 

If  one  simply  looks  at  the  tax  expenditure  budget  and  tries  to  cut 
back  on  tax  expenditures,  but  let  rates  rise  and  doesn't  worry  about 
direct  expenditures,  it  seems  to  me  that  your  point  is  very  valid. 
However,  I  do  fear  a  little  bit  that  we  get  tied  up  a  bit  into  account- 
ing conventions.  I  mean,  suppose  we  cut  back  on  direct  expendi- 
tures as  a  way  of  reducing  the  deficit.  Total  taxes  might  not  change 
there  either,  but  we  would  still  argue  that  some  way  or  another  we 
had  reduced  the  size  of  the  government. 

Suppose,  like  me,  you  think  of  the  deficit  as  a  tax  on  people — 
just  one  that  we  are  not  admitting  openly  is  going  to  demand  that 
we  are  just  payments  down  the  road,  just  like  a  credit  card.  Then 
it  may  well  be  that  cutting  back  on  tax  expenditures  to  reduce  the 
deficit  is  equivalent  to  cutting  back  on  other  expenditures  and  re- 
ducing those  long-run  taxes. 

Senator  Gregg.  Well,  of  course,  cutting  back  on  tax  expenditures 
to  reduce  the  deficit  is  increasing  taxes  for  the  purposes  of  reducing 
the  deficit,  and  when  you  have  got  a  tax  burden  on  the  society  hav- 
ing remained  fairly  constant  but  spending  having  gone  up,  then  I 
am  not  sure  that  is  the  side  of  the  ledger  you  want  to  move  on. 
But  I  take  it  we  don't  accept  that  as  a  premise. 

Dr.  McDaniel.  Senator,  just  to  add  to  that,  if  you  think  on  the 
direct  expenditure  side  of  the  budget,  the  question  is  what  is  the 
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purpose  of  cutting  the  direct  spending,  and  I  can  have  one  of  two 
purposes  of  cutting  direct  spending.  I  can  do  it  to  reduce  the  deficit 
or  I  can  use  it  to  cut  tax  rates.  I  can  adopt  either  one  of  those  poli- 
cies. The  question  is  which  one  I  want  to  adopt. 

I  think  the  most  we  are  saying  here  is  you  just  adopt  the  same 
approach  in  the  tax  expenditures.  Once  I  have  got  the  increased 
revenues,  I  can  use  them  to  reduce  rates— i.e.,  stay  revenue-neu- 
tral—or I  can  have  it  contribute  to  reducing  the  budget  deficit.  I 
don't  stay  revenue-neutral  deliberately. 

So  I  think  the  questions  of  size  of  government  and  the  ratios  of 
spending  and  taxes  are  really  not  involved  in  that  fundamental  de- 
cision. 

Senator  Gregg.  Well,  of  course,  the  question  of  size  of  govern- 
ment is  involved  in  that.  That  is  what  this  is  all  about.  That  is 
what  this  whole  exercise,  which  regrettably  is  academic  because  I 
don't  expect  that  we  are  going  to  have  the  opportunity  to  address 
the  tax  expenditure  side  of  the  ledger 

Dr.  Steuerle.  Senator  Gregg,  suppose  I  imposed  a  100-percent 
tax  rate  on  the  population  and  I 

Senator  Gregg.  Then  you  wouldn't  have  any  of  your  tax  expendi- 
tures and  you  would  be  happy. 

Dr.  Steuerle.  No,  but  I  am  going  to  give  all  that  money  back 
in  the  form  of  a  credit  to  buy  dog  food  so  that  the  net  revenues  of 
the  government  are  measured  as  zero.  Assuming  I  could  collect  it, 
I  would  have  $1  trillion  in  collections  and  $1  trillion  in  credits  for 
dog  food  purchases. 

Now,  if  I  then  cut  back  on  that  rate— I  cut  that  rate  to  50  per- 
cent or  30  percent  or  20  percent,  and  at  the  same  time  cut  way 
back  on  the  subsidy  for  dog  food  purchases,  we  would  both  agree 
that  the  size  of  government  has  been  reduced  and  is  interfering 
less  in  the  economy.  The  point  is  simply  that  we  can't  look  at  the 
revenue  number  and  try  to  measure  the  size  of  government. 

By  the  way,  I  can  give  you  a  similar  argument  on  the  expendi- 
ture side.  I  think  we  have  a  lot  of  taxes  hidden  in  expenditure  pro- 
grams. 

Senator  Gregg.  Doctor,  I  am  not  looking  at  the  revenue  side 
alone.  I  am  looking  at  the  revenue  and  the  expenditure  side,  and 
what  I  am  pointing  out  is  that  revenues  have  remained  fairly  con- 
stant for  the  last  10  years.  Expenditures  have  gone  up  very  signifi- 
cantly by  almost  3.5  percent,  maybe  4  percent.  So  why  would  you 
want  to  go  in  and  start  raising  revenues  because  it  doesn't  appear 
that  is  the  problem?  Wouldn't  you  rather  address  the  spending  side 
ledger? 

All  I  am  saying  is  when  you  start  addressing  tax  expenditures, 
if  you  are  going  to  be  honest  about  your  exercise — and  you  folks' 
testimony  was  quite  accurate  in  many  areas  as  to  the  inefficiency 
of  the  expenditure  or  the  inappropriateness  of  its  social  purpose 
any  longer  or  maybe  its  direction.  If  that  is  the  goal,  fine,  but  you 
have  got  to  do  that  in  terms  of  revenue  neutrality  if  you  are  going 
to  be  honest  about  the  exercise  because,  otherwise,  what  the  exer- 
cise really  comes  out  to  be  is  where  is  the  weakest  point  in  the  tax 
expenditure  scale  that  I  can  go  after  and  get  some  revenues  to  re- 
duce the  deficit  by  raising  taxes. 
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Dr.  STEUERLE.  I  certainly  agree  that  the  direct  expenditure  side 
of  the  budget  is  not  adequately  examined,  and  if  we  only  examine 
the  tax  expenditure  side  of  the  budget,  we  are  dodging  major  prob- 
lems in  terms  of  our  deficit. 

Senator  Gregg.  Well,  it  is  a  threshold  issue,  a  debate  which  is 
philosophical  and  probably  not  going  to  go  anywhere  in  the  imme- 
diate future.  I  was  just  wondering,  you  know,  this  whole  debate  of 
tax  expenditure — I  have  often  wondered,  well,  philosophically, 
aren't  rate  differentials  tax  expenditures.  When  you  give  somebody 
a  15-percent  rate  versus  a  28-percent  rate,  haven't  you  given  them 
a  tax  expenditure,  and  if  so  why  isn't  it  included? 

Dr.  McDaniel.  The  answer  is  no.  The  reason  is  that  in  order  to 
impose  any  income  tax,  you  have  got  to  decide  on  some  rate  struc- 
ture. You  can  decide  on  a  proportional  rate  structure,  you  can  de- 
cide on  a  flat  rate  structure,  you  can  decide  on  a  regressive  rate 
structure. 

Senator  Gregg.  But  as  soon  as  you  have  decided  on  a  progres- 
sive rate  structure,  haven't  you  chosen  a  tax  expenditure? 

Dr.  McDaniel.  No.  You  have  chosen  a  rate  structure. 

Senator  Gregg.  Oh,  I  see;  oh,  yes.  Definitionally,  that  gives  you 
an  escape  clause,  but  it  is  not.  You  have  created  a  tax  expenditure. 
I  mean,  rate  differentials  are  a  tax  expenditure. 

Dr.  McDaniel.  That  would  be  on  the  assumption  that  the  only 
correct  rate  is  100  percent. 

Senator  Gregg.  No;  it  would  be  on  the  assumption  that  the  only 
correct  rate  was  the  same  rate  for  everyone. 

Dr.  McDaniel.  Right. 

Senator  Gregg.  Which  isn't  necessarily  100  percent,  not  from  my 
school  of  thought. 

Dr.  Gravelle.  Well,  I  wonder  if  I  could  elaborate  on  that  issue 
a  little  bit.  When  you  are  looking  at  tax  expenditures,  you  are  look- 
ing at  things  that  are  kind  of  special  in  the  sense  that  not  every- 
body will  get  them  all  or  that  they  distort  your  behavior  in  some 
way.  So  that  is  the  basic  reason  that  this  concept  developed.  When 
it  began,  the  notion  of  progressivity  in  the  tax  rate  structure  was 
taken  as  a  given. 

Senator  Gregg.  You  don't  think  progressivity  distorts  behavior? 

Dr.  Gravelle.  Well,  I  think  taxes  distort  behavior,  in  general. 

Senator  Gregg.  And  you  don't  think  progressivity  in  rates  dis- 
torts behavior  and  activity  in  the  economic  marketplace? 

Dr.  Gravelle.  I  guess  I  am  not  sure  what  you  mean  by  that. 

Senator  Gregg.  Well,  what  I  mean  is  if  you  tax  someone  at  90 
percent,  you  don't  think  that  affects  their  behavior  as  to  how  they 
invest  their  next  dollar? 

Dr.  Gravelle.  Sure,  sure,  but  in  looking  at  the  specifics  of  the 
tax  expenditure 

Senator  Gregg.  So  it  is  a  tax  expenditure  by  your  definition. 

Dr.  Gravelle.  Well,  I  think  we  know  that  there  are  certain  ef- 
fects— and  that  would  certainly  be  true  of  a  uniform  rate.  I  mean, 
any  kind  of  tax  is  going  to  create  some  sort  of  distortion,  but  the 
tax  expenditure  budget  was — the  notion  was  to  sort  of  catalog  these 
provisions  that  were,  you  know,  not  uniformly  allowed  to  everyone. 
For  example,  the  tax  expenditure  for  employer  benefits — everybody 
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doesn't  get  those.  If  you  happen  to  be  in  a  situation  where  you  can 
get  it,  you  do. 

I  think  that  was  the  notion  behind  tax  expenditures  to  look  for 
sort  of  special  departures  that  not  everybody  got  or  that  were 
things  that  weren't  associated  with  the  measurement  of  income  or 
that  caused  differential  treatment  of  different  kinds  of  assets.  That 
is  the  one  that  was  chosen  and  I  think  it  was  reasonably  sensible, 
but  one  can  argue  about  that. 

Senator  Gregg.  It  may  be  sensible,  but  I  think  it  definitionally 
excludes  a  fairly  significant  tax  expenditure.  I  was  reading  this  re- 
port that  you  did  and  much  of  it 

Dr.  Gravelle.  Well,  myself  and  my  colleagues  did. 

Senator  Gregg.  Yourself  and  your  colleagues.  There  was  one 
area  that  I  think  I  would  like  to  ask  that  the  record  at  least  reflect 
that  I  think  there  is  more  to  it  than  this,  and  you  were  talking 
about  the  exclusion  of  capital  gains  at  death  and,  of  course,  that 
is  the  effect  of  stepped-up  basis.  That  is  going  to  be  a  big  issue  be- 
cause Robert  Reich  in  his  "Work  of  Nations"  book  has  said  stepped- 
up  basis  is  an  anathema  to  him,  and  he  appears  to  be  in  a  position 
to  influence  some  folks. 

You  said  in  here, 

The  original  rationale  for  the  nonrecognition  of  capital  gains  on  inter  vivos  gifts 
at  death  is  not  indicated  in  the  legislative  history  of  any  of  the  several  interrelated 
applicable  provisions.  However,  one  current  justification  for  the  treatment  is  that 
death  and  inter  vivos  gifts  are  considered  as  inappropriate  events  to  result  in  the 
recognition  of  income. 

And  then  you  said  under  "Impact," 

The  exclusion  of  capital  gains  at  death  is  most  advantageous  to  individuals  who 
need  not  dispose  of  their  assets  for  financial  liquidity. 

Well,  I  don't  know  who  wrote  this,  but  whoever  wrote  it  never 
practiced  tax  law  in  a  small  or  medium-sized  town. 

Dr.  Gravelle.  Well,  nobody  who  wrote  it  was  a  lawyer.  This  was 
the  Economics  Division. 

Senator  Gregg.  I  can  tell  you  that  for  the  woman  or  the  man 
who  runs  a  small  grocery  store  and  their  spouses  died  and  probably 
spent  their  whole  life  working  at  the  cash  registers  with  them  and 
passed  on,  or  the  person  who  has  a  small  family  farm,  or  the  per- 
son who  just  has  a  nice  little  business — maybe  they  employ  50, 
100,  maybe  even  more  people,  and  they  have  built  that  up  all  their 
life  and  they  have  got  no  basis  at  all;  their  whole  asset  has  appre- 
ciated on  them  because  of  sweat  equity  in  most  cases. 

That  person  is  usually  not  extraordinarily  wealthy.  That  person 
is  not  of  a  position  that  they  do  not  need  financial  liquidity;  in  fact, 
probably  just  the  opposite.  That  person  has  probably  spent  their 
life  suffering  with  the  fact  that  they  did  not  have  financial  liquidity 
and  finding  that  banks  were  constantly  putting  pressure  on  them 
to  try  to  get  money  out  of  the  working  capital. 

This  section  of  the  code  is  extremely  important.  It  means  that 
that  person  doesn't  get  hit  with  a  double  tax  which  is  basically  con- 
fiscatory and  wipes  out  their  business,  which  may  be  passed  on  to 
their  kids  or  their  nephews  or  their  nieces  or  somebody.  But  the 
stepped-up  basis  allows  them  to  avoid  having  to  pay  a  capital  gains 
tax  and  then  having  to  pay  an  estate  tax,  bang,  bang.  The  effective 
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rate  of  those  two  taxes  together  can  be  astronomical  and  confis- 
catory. 

I  really  think  that  that  section  ought  to — there  is  some  temporiz- 
ing language  down  here  on  the  bottom  which  says  something  to 
that  effect,  but  I  really  think  that  section  ought  to  acknowledge 
that  there  are  not  just  wealthy  people,  but  there  is  a  large  amount 
of  middle-class  America  that  uses  this  stepped-up  basis  in  order  for 
estate  planning  to  pass  on  a  business,  and  if  they  didn't  have  it, 
those  businesses  won't  be  passed  on,  and  it  is  especially  important 
in  farm  communities. 

Thank  you. 

Chairman  Sasser.  Thank  you,  Senator  Gregg.  I  think  we  ought 
to  point  out,  in  fairness  to  our  witnesses  here,  that  a  large  portion 
of  the  growth  in  spending  as  a  percent  of  GNP  since  1980  can  be 
attributed  to  growth  in  the  deficit  payment  on  the  deficit.  Spending 
on  programs,  frankly,  has  increased  only  about  1.6  percent  in  the 
12-year  period,  according  to  the  staff. 

Senator  Gregg.  Is  that  discretionary  spending? 

Chairman  Sasser.  Well,  this  is  on  all  programs,  all  Federal 
spending. 

Senator  GREGG.  1.6  percent  of  GDP? 

Chairman  Sasser.  All  spending  measured  by  GDP,  whereas  we 
have  seen  an  increase  in  interest  payments  go  up  about  200  per- 
cent during  that  period,  and  I  think  that  is  what  we  are  trying  to 
get  at  here,  a  method  of  reducing  this  deficit  so  that  we  won't  have 
these  ballooning  interest  payments. 

Let  me  just  ask  our  panel  this.  We  indicated  earlier  that  tax  ex- 
penditures were  going  to  be  growing  at  a  fairly  robust  rate  over  the 
next  few  years.  What  would  be  a  reasonable  aggregate,  in  your 
judgment,  for  tax  expenditures  when  laid  down  against  other  por- 
tions of  the  Federal  budget?  What  percent  now  do  tax  expenditures 
make  up  in  the  overall  budget?  Is  it  31  percent? 

Dr.  McDaniel.  I  think  it  is  about  20  percent. 

Chairman  Sasser.  Twenty  percent,  and  it  is  going  to 

Dr.  Gravelle.  I  think  it  is  a  little  more  than  that. 

Dr.  Steuerle.  About  a  quarter. 

Dr.  Gravelle.  Yes. 

Chairman  Sasser.  Well,  I  indicated  in  my  opening  statement 
what  it  was  and  I  don't  remember  the  precise  number  myself,  but 
it  did  indicate  a  substantial  growth.  Now,  does  anybody  have  any 
idea  what  would  be  a  reasonable  percent  in  the  total  aggregate  of 
the  Federal  budget  for  tax  expenditures?  If  you  lay  it  down  against 
entitlements  and  discretionary  spending,  for  example,  what  would 
be  a  reasonable  percent  for  tax  expenditures,  or  is  there  any  rea- 
sonable percentage,  in  your  judgment? 

Dr.  Gravelle.  Well,  I  can't  do  math  in  my  head  anymore  what 
with  calculators,  but  the  predictions  are  the  tax  expenditures  are 
going  to  grow  from  $400  billion  to  $525  billion  in  5  years.  That  is 
a  pretty  big  growth  rate. 

Chairman  Sasser.  Would  you  repeat  that,  Dr.  Gravelle? 

Dr.  Gravelle.  From  about  $400  billion  to  $525  billion  over  the 
next  5  years. 

Chairman  Sasser.  Right. 
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Dr.  Gravelle.  That  is  a  big  growth  rate.  So  I  would  guess  that 
they  would  be  growing  as  a  percent  of  outlays,  depending  on  how 
outlays  grow,  and  that  really  depends  on,  I  guess,  things  as  yet  to 
be  determined.  That  is  the  problem.  This  is  an  entitlement  pro- 
gram and  unless  something  is  done  about  it,  it  just  goes  on  and  on. 
But  direct  expenditures— there  might  be  some  action  taken  to  slow 
those  down. 

Chairman  Sasser.  Well,  there  was  a  time  around  here  when  we 
were  all  enthusiastic  about  sunset  provisions.  This  was  when  I  first 
came  to  the  Senate  in  the  late  1970's,  and  the  buzz  word  then  was 
you  would  sunset  something  and  it  would  have  to  come  up  for  reau- 
thorization, et  cetera. 

What  do  you  think  about  the  concept  of  sunsetting  tax  expendi- 
tures so  that  there  would  be  some  reexamination  of  them?  I  think 
that  my  concern  is  that  once  they  get  into  that  tax  code,  they  are 
just  there  and  you  might  come  along  and  excise  some  of  them  every 
20  years,  as  some  were  excised  perhaps  by  the  1986  tax  reform  bill, 
although  some  more  were  put  in  at  that  time. 

I  would  like  to  see  some  sort  of  review.  Do  you  think  that  would 
be  helpful  if  we  could  persuade  some  of  our  colleagues  to  sunset 
some  of  these  tax  expenditures  so  we  would  have  to  reexamine 
them  on  a  3-  or  4-  or  5-year  basis,  or  is  that  just  a  workload  the 
Congress  couldn't  handle? 

Dr.  McDaniel.  Well,  it  would  be  a  big  workload,  but  I  think 
maybe  one  shouldn't  overstate  the  proposition  of  lack  of  review. 
There  are  a  number  of  tax  expenditures  that  we  have  right  now 
that,  in  fact,  have  sunset  provisions.  The  various  tax  credits  have 
had  sunset  provisions — the  research  and  development  credit,  the 
energy  credits,  and  the  like.  I  think  the  concern  is  that  those  get 
extended  without  much  review,  and  we  have  similar  provisions  in 
other  parts  of  the  tax  code.  So  if  the  review  will  really  take  place, 
then,  yes,  it  would  be  helpful. 

Chairman  Sasser.  But,  Dr.  McDaniel,  they  are  extended,  but 
generally  the  fact  that  there  is  not  much  conversation  about  them 
indicates  that  there  must  be  very  substantial  support  here  in  the 
Congress  for  them.  Now,  I  have  engaged  in  some  of  these  discus- 
sions on  extenders  from  time  to  time.  We  get  into  these  budget  ne- 
gotiations, and  I  gather  that  there  is  substantial  support  for  ex- 
tending some  of  these  things.  But  you  are  saying  that  there  are  no 
hearings  on  them.  There  is  no  real  substantial  substantive  review? 

Dr.  McDaniel.  And  if  you  think  about  applying  this  to  a  system 
that  has  112  different  programs  in  it,  that  is  a  fairly  massive  task 
to  put,  say,  the  Finance  Committee  through  in  order  to  do  that  sort 
of  thing  every,  say,  3  years  or  5  years.  I  am  not  saying  it  shouldn't 
be  done.  We  should  review  them,  and  we  do,  in  fact,  review  them. 
I  mean,  the  1986  Act  can  be,  in  fact,  looked  at  as  a  review  because 
most  of  the  changes  were  in  the  tax  expenditure  programs. 

So  I  am  not  discouraging  it.  Anything  that  will  open  up  more 
light  is  better,  but  on  the  other  hand  it  is  a  technique  that  we  have 
tried  and  I  would  say  with  mixed  success  myself. 

Dr.  Steuerle.  Senator,  just  not  to  let  direct  expenditures  off  the 
hook,  again,  I  think  if  you  look  at  the  history  of  the  1980's,  we  did 
review  tax  expenditures  in  1982,  1983,  1984  and  1986.  It  does  seem 
to  me  that  we  have  done  an  even  worse  job  in  reviewing  the  direct 
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entitlements;  that  is,  at  least  we  cut  back  tax  expenditures  as  a 
percent  of  the  total  budget.  That  still  doesn't  mean  that  we 
shouldn't  review  them  and  that  we  shouldn't  still  adopt  many  proc- 
esses such  as  those  you  suggest.  But,  again,  I  think  the  questions 
you  ask  have  to  be  extended  beyond  the  tax  expenditure  budget 
and  we  have  to  figure  out  methods  to  deal  with  all  entitlements. 

Chairman  Sasser.  Do  you  happen  to  have  at  your  fingertips  the 
percent  of  the  Federal  budget  by  which  we  have  reduced  tax  ex- 
penditures? 

Dr.  Steuerle.  My  rough  guess  is  that  tax  expenditures— there 
are  all  sorts  of  accounting  problems  in  adding  them  up,  but  if  you 
will  allow  me  to  skip  those  problems,  I  think  tax  expenditures  be- 
fore the  early  1980's  probably  amounted  to  a  third  of  expenditures. 
Maybe  after  all  we  went  through  in  the  1980's  they  amounted  to 
about  a  quarter  of  expenditures,  but  that  is  a  very  back-of-the-en- 
velope  calculation  . 

Chairman  Sasser.  Were  they  reduced  primarily  in  the  1986  tax 
bill? 

Dr.  Steuerle.  Yes;  but  also  1982  and  1984  and  even  1983  when 
we  started  taxing  social  security  benefits.  In  the  1990  bill,  however, 
we  stopped  looking  at  tax  expenditures.  After  examining,  we  did 
look  at  them  in  1982,  1983,  1984,  1986,  and  maybe  a  little  bit  in 
1987,  all  of  a  sudden  in  1990  we  stopped  looking  at  them. 

Chairman  Sasser.  There  is  a  vote  on  on  the  floor  and  I  don't 
have  any  other  questions,  so  I  want  to  thank  the  panel  for  appear- 
ing here  today.  Your  testimony  has  been  very,  very  helpful.  Again, 
I  apologize  for  getting  late  underway,  but  we  appreciate  your  testi- 
mony and  very  much  appreciate  your  appearance. 

The  hearing  is  adjourned. 

[Whereupon,  at  12:25  p.m.,  the  committee  was  adjourned.] 
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